






MAY 1959 





The President’s Page 
® 


Problems Confronting 
he CPA and Credit Grantor 





Personal Property Taxation 








Charles Waldo Haskins 





A Memorial Dedication 
@ 


Data Processing 
for Smaller Business 


Regular Departments 





published monthly by 


The New York State Society 
of 
Certified Public Accountants 


Single Copy 50 Cents 
One Year $5.00 


tivtt~ittiiwettetdddaddddd LL 1 














VOL. XXIX NO. 5 








THE NEW YORK 








ertified 






ublic 


ccountant 










the busier you are... 
the more you'll like 


LAWRENCE! 


... because saving your time 
is such an important 
ingredient of our service 


Most employment agencies do a lot of talking about 
their screening procedures. We don’t. Our careful 
screening plan speaks for itself... in results. 


Results for our clients because it saves them 
valuable time and produces the kind of 
high-type, competent personnel they want. 


Results for us because it is continually 
winning new clients and keeping old ones 
coming back year after year after year. 


May we have the opportunity to prove 
how smoothly it can work for you? 


And, of course, we are 


ACCOUNTANT-STAFFED . 
—another advantage 
for you and your clients. 
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120 W. 42nd Street, New York, N. Y. 


FOR OVER 15 YEARS, SERVING THE ACCOUNTANT 
AND HIS CLIENTS IN THE PLACEMENT OF PERSONNEL IN 
THE ACCOUNTING, BOOKKEEPING AND OFFICE PERSONNEL FIELDS 


Call Mr. Daniel Roberts at 
BRyant 9-3040 
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which of your client’s customers is a lemon? 


It’s impossible for a credit loss to sour the 


financial picture of the company who uses a 
Meinhard’s factoring service. We are “‘old line” 
factors. That means we buy receivables for cash 





without recourse for credit failure, take full : 
responsibility for collecting. In addition, Mein- & company inc. 
hard will over-advance an account to carry pre- 390 4th Ave., N.Y. 16 - OR 9-3380 


season inventories. Many of your clients might r 

find this service exactly what they need to add meinhard WESTERN INC. 

financial safety and flexibility to their operation. 400 South Beverly Drive, Beverly Hills, California 
We'll gladly give you more facts. 
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PRECISION 
BALLS AND 
BEARINGS pro- 
duced by this 
company are 
used by many 
industries. 








ROBERT A. GOCKEL, Controller of Indus- 
trial Tectonics, Inc., Ann Arbor, Michigan. 








A NATIONAL SYSTEM modernized the account- 
ing department of this growing concern, 


“Our C@lalional System 
saves us ‘14,500 a year... 


I e —Industrial Tectonics, Inc. 
pays for itself every 6 months.” 


Ann Arbor, Michigan 


“The rapid expansion of our business demanded a full-scale Your business, too, can benefit from 


improvement of our accounting procedures,” writes Robert A. the time- and money-saving features 
Gockel, Controller of Industrial Tectonics, Inc. ‘‘Our National of a National System. Nationals pay 
System gave us many advantages and benefits, yet cut oper- for themselves quickly through sav 

ings, then continue to return a regular 


ating costs. 

“Our, National Class 31 Accounting Machine offers amazing eine earl ne itel enevice 
flexibility and accuracy. We now have detailed reports on all ciganizatien will pro- soy a 
departments, and thus greater production control. Our sales tect this profit. ee 
and operation records are more up-to-date and accurate. And ~ fs 
our National’s speed has eliminated overtime. 


yearly profit. Nation ‘i a 


“We're convinced that our National System is the best “TRADE MARK REG. U.S. PAT, OFF 
accounting system available. Rec- Pa a * 
ords show it saves us $14,500 a Cob a 
year...pays for itself every 6 Controller of 
months.” Industrial Tectonics, Inc. 


ACCOUNTING MACHINES 
THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio ADDING MACHINES » CASH REGISTERS 


1039 OFFICES IN 121 COUNTRIES wer paper (No Carson RiouireD) 
75 YEARS OF HELPING BUSINESS SAVE MONEY 
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Accounting News And Trends 


Governmental Accounting and Auditing 

An example of professional service to 
state government is shown in a report 
of a newly formed Committee on Local 
Governmental Accounting and Audit- 
ing Problems of the Arizona Society of 
CPAs published in that society’s BULLE- 
TIN (February 1959). Although it is 
noted in the report that, traditionally. 
this society had taken little or no ofhi- 
cial interest in accounting and auditing 
provided for the governmental units in 
its state. a decision was made to study 
the matter and make known the society's 
opinion as to the most effective plan 
for use in Arizona. 

The study reviewed the governmental 
accounting and auditing plans provided 
by state statutes and obtained informa- 
tion from approximately 20 states and 
the federal government. Data received 
from other states revealed that there is 
great diversity in plans used, and quite 
commonly there is no organized plan. 
The committee deemed it advisable to 
first concentrate on the auditing phase 
Some of their 
recommendations, applicable to audits 


of their assignment. 


on all governmental levels—state, coun- 
ty. cities and towns, school districts 
and special districts—were: 

1. Regular. periodic audits of all 
governmental units should be required 
by law. Larger institutions and agen- 
cies should be audited annually. Smaller 
units should be audited regularly, but 


at specified longer intervals. 





AccouNTING NEWS AND TRENDS is con- 
ducted by Cuarves L. Savace, CPA. /e 
is presently serving as a member of our 
Society's Committee on Legislation. 
Dr. Savage is professor of accounting 
and chairman of the Business Adminis- 
tration Division of St. Francis College. 
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2. The law should state that all 
audits should be made in accordance 
with generally accepted auditing stand. 
ards. It should also say that appro- 
priate exceptions should be made in 
audit reports for any discovered devia- 
tions from generally accepted govern- 
mental accounting principles. 

3. It should be required that the At- 
General or County Attorney, 
whichever is appropriate, be notified 
promptly of any discovered defalcation 
or violation of law in order that proper 
action may be taken. 


torney 


4. Officially appointed auditors, wheth- 
er independent accountants or govern- 
ment employees, should have the right 
to receive legal opinions from the At- 
torney General or County Attorney in 
matters pertaining to their assignments. 
They should also have the right to re- 
quest these legal officers to use their 
subpoena powers if necessary. 

Since this is a report from a special 
committee to the executive committee 
of the state society it makes no specific 
suggestions for putting its recommenda- 
tions into effect. The publication of 
this report, however, might well lead 
to the establishing of closer liaison with 
government officials. 


Competitive Bidding 

The members of the California 5So- 
ciety of CPAs recently responded to a 
mail ballot on the abolition of competi- 
tive bidding. That society’s CPA NEWS- 
LETTER (March 1959) reports that as 
a result of the balloting the by-laws 
have been amended to read “A member 
shall not make a competitive bid for a 
professional engagement.” A tabulation 
of the votes showed 1,886 in favor of 
the by-law and 869 opposed. 
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THE WINNING TAX COMBINATION 
that saves money for your client and work for you 


LAW OF FEDERAL 
INCOME TAXATION 





Rewritten by Tax Experts — Philip Zimet, Editor-in-Chief of Revision 





+ 

WHY TAKE COUNTLESS STEPS? ee ” 
NOW completely ...in solving income tax problems by ordi- MERTENS 
revised in LOOSE- nary methods ... WHEN YOU NEED TAKE ® BRAND NEW 
LEAF COMPRES- ONLY ONE? All you have to do is consult © Indexed and Cross Refer- 

MERTENS LAW OF FEDERAL INCOME enced 
on sinese TAXATION © Kept continuously to date 
VOLUMES since The FIRST PLACE TO LOOK to get the fast- | ® Constantly cited and quoted 
Passage of the est, most authoritative and down-to-earth by the Courts 
1954 Code. ANSWERS to your clients’ income tax prob- 

lems. 
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FEDERAL |p CLOPEDIA OF 


INCOME TAX Law 


LAW OF FEDERAL ESTATE 
AND GIFT TAXATION 
By John W. Beveridge 


FOR BETTER ANSWERS WITH LESS RESEARCH TIME 


HERE IS a down-to-earth analysis of the 
law of Federal Estate and Gift Taxation 


BASED on current law 


GIVES an insight into the direction in 
which the law is moving 


ENABLES you to set up your clients’ es- 
fates on firm bases that will save them 
money and meet the test of time 

Cross Referenced and Thoroughly In- 


dexed <ee ane naa a ee 


Callaghan & Company NYCPA 
6141 North Cicero Avenue 
Chicago 46, Illinois Date 
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Please send me information on how easily | can own 
(DD MERTENS Law of Federal Income Taxation 





() BEVERIDGE Law of Federal Estate and Gift 











Taxation 
Published by 
CALLAGHAN iene (Please Print) 
& COMPANY ADDRESS. 22 eee —ROOM NO. 
One of the Nation’s sl aaeemeamemnmnen Re 
Oldest Law Book Publishers t....------ weonsenntdnenheneeeanneae 
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Our 19th Year 


Serving all industries 







William 
Schnuer, 


BBA-MBA 









“I can help you secure 


Dependable 






hard-to-get male and 






female personnel” 







Our highly skilled staff 
of personnel specialists 
‘an solve your needs as 


well as your clients’. 





: * Public 


: Juniors, Semi-seniors, Seniors 

ce * Internal 
Treasurers, Comptrollers, Tax, 
Budget, Cost, Chief, Systems. 
Auditors 


* Bookkeepers—Office Managers 
Full Charge and Assistants 





For prompt, efficient 
service, call 


~BRyant 9-7664 
“ S 


EMPLOYMENT AGENCY 


100 West 42nd St. 
New York 36 











Staff Compensation 


“Staff Compensation Survey” (March 
1959), a research bulletin published by 
the Practice Management Committee of 
the Colorado Society of CPAs, is based 
upon responses from 75 percent of the 
firms to whom the 32-item questionnaire 
was sent. Since those answering in- 
cluded all the principal firms, the com- 
mittee is confident that the findings are 
generally representative of the profes. 
sion in Colorado. Some of the items 
revealed by the survey are: 


l. Pay Two-thirds of the 
firms paid accounting and non-account- 


Period. 


ing personnel on a semi-monthly basis. 
Fewer than ten percent compensated 


employees on a weekly basis. 


2. Average Firms 
were divided into four groups depend- 
ing on size and location. For the firms 
with over 10 in personnel the average 
annual compensation was: Juniors— 
$4.500; Semi-seniors—$5,400; Seniors 
—$6.900; Managers and Supervisors— 
$10,800. 


Compensation. 


3. Profit-Sharing Plans. Approxi- 
mately one-third of the firms had some 
kind of profit-sharing + arrangement. 
Denver firms with 4 to 10 in personnel 
made the most use of this plan. Of firms 
using profit-sharing nearly 40 percent 
included semi-seniors and juniors. 


1. Overtime Pay. In all sizes of 
firms, juniors and semi-seniors usually 
received time and one-half for overtime. 
while seniors and supervisors received 
straight time. In most Denver firms 
with 4 to 10 in personnel, however, 
no overtime was paid to seniors and 


supervisors. 


Education and the CPA Examinations 


An item on the educational and ex- 
perience background of candidates tak- 
ing the May 1957 CPA examination in 
California appeared in that society’s 
CPA NewsLetter (March 1959). An 
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analysis of the preparation of the candi- 
dates showed that almost 37 percent 
were college graduates with an account- 
ing major, and of these slightly over 50 
percent either passed or obtained a con- 
dition. College graduates without an ac- 
counting major did not make as good a 
showing and 93 percent of the candi- 
dates with only a high school education 
failed entirely. 

Type and length of experience did 
not show a strong correlation with suc- 
cess in the examination, although candi- 
dates with a combination of teaching 
and CPA experience made a somewhat 
better showing. The results of this study 
support the obvious thesis that educa- 
tion is the key to success in the CPA 


examination. 


School District Accounting 


Cooperation between State Govern- 
ment officials and the accounting pro- 
fession in the field of accounting for 
described in THE 
1959). The 
Instruction 


school districts is 
MicuiGaN CPA (January 
Public 


has recently appointed a committee lo 


Superintendent of 


revise the school accounting manual and 
has included members of the Michigan 
Association of CPAs on this committee 
along with representatives of various 
Michigan school districts. At the same 
time the Association’s 
Accounting and Auditing Procedures 
met with officials of the Department of 
Public Instruction to consider revision 
of the school audit program to follow 


Committee on 


the new accounting manual. 


A Statement of Accounting Principles 

for Health and Welfare Funds 

A committee of the California So- 
ciety of CPAs has published a “State- 
ment of Accounting Principles For 
Health and Welfare Funds” in THE 
CauirorNtA CPA (March 1959) which 
contains a number of specific sugges- 
tions that accountants should find help- 
ful. This is not an official statement of 
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for FREE 
booklet PA 


Convenient and inexpensive arrangements for addi- 
tional working capital — for merchandise — past 
due bills — payrolls and production costs, etc. . . . 
funds $5,000 to $500,000. . . 


e Phone ORegon 4-1200 
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The Company that Builds Business 
175 Fifth Ave. at 23rd St., Flatiron Bldg. N.Y. 10, N.Y. 
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Save on 
BURROUGHS 
SENSIMATICS 


Rebuilt by factory trained experts 
to A-1 Condition. A one year guar- 
antee. A tremendous saving on the 
cost of a new machine. 


Reliable Service 


AYWON Business MACHINES, INC. 
LO 3-0277 and MA 2-2650 (in N. J.) 
1220 Broadway, New York 1, N. Y. 











ACCOUNTANTS 


We have prepared a small bro- 
chure entitled, ‘““The 3 Principal 
Reasons for an Appraisal Re- 
port Today.” 


A free copy will be mailed 
at your request. 
APPRAISAL AFFILIATES, INC. 
335 Broadway, New York, N. Y. 
BA 7-3571 
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ACCOUNTS RECEIVABLE 
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NON NOTIFICATION 
ALSO 
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Liberal Advances 
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Our skilled financial advisors are 


available at all times. No obligation. 


Delra 
Trading Corporation 


147 West 42ND STREET 
New York 36, N.Y. 


Mr. Altman — LOngacre 3-4127 








“Pm available for employment 


. .- - I'm an Accountant. #%gy 
Of course, I’m registered © 
at the MAXWELL | 
AGENCY.°" : 


Typical of the many screened 
Accountants, Bookkeepers 
and other office personnel } 
available through Maxwell = 
Employment Agency. List = 
your requirements. Expect 
unusually good results. 


MAXWELL 


employment agency 
130 W. 42 St., N.Y.C. 36, N.Y. LOngacre 4-1740 














Binding The New York Certified 
Public Accountant 


When the magazines are supplied by the 
subscriber, the binding charge is $4.00, 
plus 12¢ N. Y. C. sales tax. Each bound 
volume includes twelve issues. 

Binding orders and magazines to be 
bound should be mailed or delivered to 


THe New York State SOCIETY OF 
CERTIFIED Pusiic ACCOUNTANTS 





355 Lexington Avenue 
New York 17, N. Y. 
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the California State Society and the 
headnote warns that because experience 
in this field is somewhat limited and 
additional federal and state legislation 
regulating the financial reporting on ae- 
tivities of these funds may well be an- 
ticipated, the concepts expressed in the 
statement may have to be changed. 
The accounts for health and welfare 
funds should be placed on the accrual 
basis for statement purposes. In order 
to be able to prepare financial. state- 
ments promptly the Committee recom- 
mends that the fiscal year should end 
one month after the closing of a quali- 
fying period. The employers’ contribu- 
tions to be taken into account in that 
fiscal year would be for the 12 months 
ending when the qualifying period ends, 
is one month earlier than the 
fiscal year-end. The liability for insur- 
premiums benefits 
earned should be recorded at the fiscal 


which 


ance payable for 
year-end to the extent that employees 
have qualified for such benefits. Under 
this suggested method of accounting, 
the employers’ contributions’ relating to 
the last month of the fiscal year (which 
is the first month of a new qualifying 
period) and the related liability for in- 
surance premiums are fot taken into 
account until the subsequent fiscal year. 
These exclusions should not prevent the 
issuance of an opinion on the financial 
statements by a CPA. 

It might be pointed out in passing, 
however, that quite a few of these funds 
are maintained on a cash basis. This 
practice has been upheld in some of the 
literature in the field. For example, Mr. 
Perey A. Lockitch (JouRNAL oF Ac- 
COUNTANCY, January 1958) 
that the cash basis, with the audit re- 
port properly qualified to disclose assets 
and liabilities not determinable as of 
the date of the audit, will best serve the 
administrators of the trust. Mr. Ray- 
mond Buchbinder suggests a_ similar 
view in the February 1958 issue of 
Tue New York Certirtep Pustic Ac 
COUNTANT and also presents an opinion 


. Ss 
suggests 
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that might be submitted in such a situa- 
tion. 

As an Appendix to the “Statement” 
the committee presents a standard opin- 
ion which it believes is applicable in 
this case, a suggested statement of assets 
and liabilities, and a suggested state- 
ment of operations. Any accountant 
interested in this field of accounting 
would be well advised to obtain a copy 
of the complete statement from the Calli- 
fornia Society of CPAs, 530 W. Sixth 
St.. Los Angeles 14. 


The Use of Electronic Data Processing 
Equipment—a Report 





In order to obtain specific informa- 
tion on the success or lack of success 
of installed electronic data processing 
equipment, the Systems and Procedures 
Association conducted a survey of its 
members. The results are reported in a 
booklet “Computer Use Report” (price 
$1.50; Penobscot Building, Detroit). 
The questionnaire covered three areas: 

1. Acceptances for service by applica- 
tions and requested information such as 
estimated savings, reasons for accepting, 
opinion of results and computers in- 
volved. 

2. Rejections on an application basis 
and reasons for rejections with indica- 
tion of the stage at which they were 
rejected. 

3. Specific information about the re- 
plying firms. This information was sum- 
marized in seven tables: (a) Applica- 
tions accepted for electronic computer 
operation; (b) Applications rejected for 
electronic computer operation; (c) Ap- 
plication occurrence by size of firm; 
(d) Industry occurrence of applications 
being programmed and in service; (e) 
Industry occurrence of applications re- 
jected; (f) Size of 87 firms conducting 
preliminary studies; (g) Payroll in 
service — savings by industry and by 
number of employees. 

This booklet may be of real help to 
those companies who are considering 
the installation of such equipment. 
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‘dant Files is Efficiently and 
| Pleasantly Interviewed to Deter- 
'mine Specific Experience, Em- 
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Steve Todd 


Member 
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National Association of Accountants 


50 CHURCH ST., NEW YORK 
WOrth 4-8410 
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Letters to the Editor 


The Export-Import Bank 


Recently there has been considerable 
interest on the part of accountants in 
the Export-Import Bank of Washington 
(Eximbank) and its operations. This 
increased interest probably stems from 
a new policy adopted by Eximbank un- 
der which it has made definite efforts 
to encourage smaller loans by standard- 
izing and liberalizing its application 
procedures for exporter credits and by 
further publicizing its availability. 

Eximbank believes that short-term 
credit is available to exporters through 
commercial banks and so limits itself to 
medium and long-term credits. Gen- 
erally, this means a minimum of one 
year. In exporter credits, the foreign 
importer is required to pay at least 20 
per cent cash and the American ex- 
porter must extend credit of at least an- 
other 20 per cent. There is no reason 
why the exporter could not obtain his 
20 per cent participation from a com- 
mercial bank or any other customary 
source of credit. Eximbank can then 
supply the remaining credit needed up 
to 60 per cent. Eximbank, when it can, 
prefers to participate on some kind of 
partnership with commercial 
banks. Should a default arise, the ex- 
porter’s credit and Eximbank’s credit 


basis 


must bear proportionate shares of the 
default. 

Even where financing will not be 
made under a partnership arrangement 
with a commercial bank, it is strongly 
suggested that the aid of a bank be 
sought in filing an application as such 
applications tend to be more complete. 
It is best to make preliminary inquiry 
by letter, phone, or in person, giving 
only the country, the product, and the 
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name of the proposed buyer before fil- 
ing a detailed application. On the 
basis of this information, the bank can 
tell you whether the transaction is gen- 
erally eligible for consideration. 

The credit information concerning the 
foreign importer required by the bank 
consists of financial statements, a credit 
report from the importer’s own bank, 
and a statement from the exporter of 
his experience with the importer. Bal- 
ance sheets and profit and loss state- 
ments for the last 3 to 5 years are 
needed, preferably audited but other- 
wise signed by the purchaser, trans- 
lated into English and converted into 
dollars at a stated rate of exchange. 
If the total credit (including that ex- 
tended by the exporter) does not ex- 
ceed $50,000 or if payment is to be 
guaranteed by a foreign financial in- 
stitution, statements are required for 
one year only. In either case, if the 
latest balance sheet submitted is more 
than one year old, an informal but cur- 
rent trial balance should also be fur- 
nished. 

The credit report from the importer’s 
bank must state how long the purchaser 
has been in business, how long the bank 
has known him, and for how many 
years and in what amounts the bank has 
extended credit to him. The foreign 
bank is also asked to give their opinion 
of the purchaser’s reputation in the gen- 
eral community and in meeting finan- 
cial obligations, and finally whether his 
business has improved or declined in 
recent years. 

The statement from the exporter con- 
cerning his business experience with the 
importer should state the number of 
years of experience, sales volume with 
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Whatever the appraisal need, an American 
Appraisal report provides authoritative in- 
formation...supported by detailed factual 
data...interpreted in accordance with valua- 
tion principles tested by more than half a 
century of experience. 


in 


Since 1896... LEADER IN PROPERTY VALU- 
ATION for Depreciation e Property Control e 
Insurance e Taxes e Corporate Financing 


The AMERICAN 
APPRAISAL 
Company® 


1 Cedar Street, New York 5 
903 Ellicott Square, Buffalo 3 














him for the past 3 years, the purchaser’s 
payment record, and the terms and the 
average amount of credit extended per 
year. The last question to be answered 
calls for the exporter’s ‘appraisal of the 
purchaser’s credit standing. 
Considering the public ownership of 
the Export-Import Bank, criticism does 
not seem to be unusually virulent. Com. 
plaints generally fall into four groups- 
red tape, stinginess, the large transac- 
tion complex, and informaticn facili 
ties. To meet three of these complaints 
the Bank has made a real try at lend- 
ing encouragement to smaller loans by 
disseminating publicity informa: 
tion, and by adopting an application 


and 


form for the optional use of prospec: 
live exporters. 

The Export-Import Bank is proud of 
its low loss record over the last quarter 
century of five one-hundredths of one 
per cent. However there are people who 
believe that this rate is low because, as 
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Does your client need 
*Financing? | 


Lowest Rates on accounts 
receivable. Non-Notification. 


For 33 years we have spe- | 
cialized in liberal loans on ac- | 
counts receivable. Simplest 
handling plans. Loans on 
machinery, too. 


Agolors 


Phone or write Mr. Dworsky 
FIDELITY FACTORS 
1440 Broapway, N. Y. 

LOngacre 5-3908 
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in baseball, only errors of commission 
are counted, not errors of omission. 
They argue that the bank was formed 


to serve American exporters, not to | 


make a profit, and that by liberalizing 
its credit, it could render a great deal 
more service. Unfortunately, small loans 
are still only a minor phase of the 
Bank’s work. 

Perhaps what is needed is a separate 
branch to deal with smaller export loans 
located at the hub of exporting here in 
New York City where exporters could 
obtain information more easily. 


Locke Grayson, CPA 
(Gruhn & Grayson) 


New York, N. Y. 


Tax Court of Domestic Relations 


If you look through the case books 
on taxes, you will find quite a number 
with what is called 
usually but not 


that have to do 
“domestic difficulties”, 
always, between husband and wife. Such 


troubles are. more often than not, in- 
Many people are | 


cident to divorce. 
deterred from fighting the tax assess- 
ment, because they do not want a public 
record made of the troubles. Naturally, 
some of the best cases never reach 
court. I want to tell the readers of 
Tae New York CertirieD Puswic Ac- 
COUNTANT about a few in which I have | 
had some part. All names are, of course, 
fictitious. | 
In the first one I was merely an un- | 
willing listener. I was working on a | 
set of books in the outer room of a | 
lawyer’s office, and the squabble came 
over the transom, in such tones that I 
could not help but overhear, and it de- | 
layed my work considerably. 
It seems that John and Anna had | 
each had a business of their own before | 
they got married in the middle of the | 
year. At the end of the year John | 
pointed out to Anna that a joint return | 
Was a big money saver. Anna balked. 
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Accountants! 


Tax Returns, 
Reports and 
Work Sheets 


Reproduced on 
**BRUNINGS” 


by experts 
on premises 





Also 
THERMO-FAX 
COMPLETE 
PHOTO-COPYING 


and 


MIMEOGRAPHING 


Accurate and Attractive 


TYPING 


Of Accountants’ Reports— 
Thoroughly Checked— 
Highly Skilled 


Personalized Service 


LILLIAN SAPADIN 


501 Fifth Avenue 
(corner 42nd St.) 


New York 17, N. Y. 
MUrray Hill 2-5346 
MUrray Hill 2-7364 


Since 1940 





325 











John had solemnly promised that what- 
ever she made was hers; and that he 
would not even ask about it. John, with 
difficulty, persuaded her to let the law- 
yer make the joint return. Each would 
make a separale schedule C. and he 
would combine them, and only he would 
know the details. This he had done. 
The squabble was “who gets the sav- 
ing?” The obvious and logical way— 
to divide the saving in proportion to the 
respective incomes—was out. That way, 
John would know how much Anna had 
made. The lawyer advanced various 
splits, such as 60-40. Anna would have 
none of it. She wanted the entire sav- 
ing. And by gosh, she won. For a 
while it sounded as though next year 
they would be making separate re- 
turns, by reason of divorce. 

In another case I was literally in the 
middle. Gus and Maybelle had been di- 
vorced early in the year, but were still 
married, of course, during the preced- 
ing calendar year. They knew from 
seven years of marriage that a joint 
return was economical. So, they turned 
up in my office a couple of days before 
the April 15th deadline to have the re- 
turn made. Gus sat at my left; Maybelle 
at my right. And at first all was smooth 
as I jotted down the data. But when 
it came to the dependency credit, for 
the one daughter, trouble started. For 
the year in question, there was nothing 
to it. But Maybelle declared then and 
there that for the current year, she was 
going to have it, since she had custody 
of the daughter. Gus insisted that since 
he was paying support for the child and 
scrupulously obeying the court’s order, 
he was entitled to the credit. And if I 
had not been between them, they would 
have come to blows. It took me a half 
hour to get them quieted enough so that 
I could complete the return. 

Another case that did not go to court, 
concerned Walter and Carry. As far as 
Walter knew, Carry had no income of 
her own, since she quit her job after 
marriage. What he did not know was 
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that she had inherited a nice block of 
stock from an uncle, and that the stock 
had begun to pay very nice dividends, 
She never mentioned it. So, when Wal- 
ter made up his return each year, he 
made it correctly, to the best of his 
knowledge. Then one day a revenue 
agent came to him and accused him of 
falsifying his return by omitting the 
dividends. Then, and only then, did 
Walter find out about Carry’s stock. 

Carry at first was indignant. She used 
most unladylike language to describe the 
treasury agents who had learned about 
the dividends, and informed about them 
to her husband. The prospect of his 
being heavily fined for the omission did 
not seem to concern her, until their law- 
yer told her that she too was liable for 
negligence, at the very least, since she 
had co-signed the joint returns. He 
backed up Walter in suggesting that 
she pay the additional tax and interest 
out of her concealed income. With pure- 
ly feminine logic, she declared she would 
do no such thing. Their ranch-type 
house was in their joint names, but 
Walter paid all the taxes on it. And 
even if the stock was hers alone, never- 
theless it was a husband’s duty to pay 
all taxes. And what’s more, that’s just 
what poor Walter had to do. 

Not all fights, however, are between 
husband and wife. A New York CPA 
can tell you of a tax return he once 
made for a woman, whose brother was 
a prominent CPA. “Why,” he inquired. 
“don’t you let your brother do this? 
He won’t charge you, but I must.” 
Then he found out that she was one of 
those extrovertive persons who cannot 
tolerate details, and had bitterly re- 
sented the perfectly proper questions 
which her brother had asked. And a 
hot quarrel had ensued. The other CPA. 
being no kin, she managed to restrain 
her tongue and temper as he asked the 
same questions. “But believe me,” this 
man concludes, “I earned my fee.” 

Lewis Giuick, CPA 
Miami, Florida 





195 








if 
’ 

<< 
= 
— 
i cma 
Eo 
rand 
— 
~*~ 
~~ 
Poem 
ee” 


olivetti 








Olivetti Audit 302 is a com- 
pletely automatic high-speed 
bookkeeping machine, with 
electric typewriter, dual reg- 
isters, instantaneous shift to 
any of 4 accounting programs, 
automatic detection of old 
balance pick-up errors. At all 
times it will either post or 
type, without the need to pre- 
set any control. When the 
front feed is open, to permit 
insertion of a form, it auto- 
matically closes when posting 
or typing starts. The Audit 
302 also functions as a high- 
speed duplex adding machine. 
Cost is less than $1 a day. 
Operation requires no train- 
ing. For information, write 
Olivetti Sales Corporation, 
584 Fifth Avenue, New York 
36. New York. 
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A Reliable Assistant 


An Authoritative Guide 
Furnishing You Practical 
Tax Assistance 
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| a QUAR TERLy 


Christian M. Lauritzen Il 
and 
Daniel M. Schuyler 









This new magazine written especially for the busy 
tax practitioner — 

CUTS THROUGH the maze of questions and 

confusions arising under the 1954 Internal Reve- 

nue Code. 

GIVES you clear-cut informative tax articles of 

interest and importance. ; 

EACH PRESENTING a practical solution for a 

current problem AND EACH — 

STRESSING applicable local as well as Federal 

Tax Law. 

OFFERS you the experience and advice of tax 

specialists for only a few dollars. 

PROVIDES FORMS whenever they become the 

best method of illustration. 


Published Quarterly in 
March, June, September 
and December 


By 
CALLAGHAN & 
COMPANY 


6141 North Cicero Avenue 
Chicago 46, Illinois 


One of the Nation's Oldest 
Law Book Publishers 





FOR THE FINEST 
in practical, down-to- 


rc 
{| Callaghan & Company NYCPA 


6141 North Cicero Avenue 
Chicago 46, Illinois 


earth tax assistance, Date 


YOU NEED — Please enter my order for a one year subscription to: 
THE TAX COUNSELOR'S QUARTERLY. . $15.00 


Issued in Mar., June, Sept., and Dec. 


Signature. 





Address__ 





ENTER YOUR SUB- City = eS lL 
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Professional 
Insurance Service for 


ACCOUNTANTS 


and their clients 








All Types 
of Business 
Insurance 


Accident & Sickness 


(including statutory 
benefits required under 
New York State’s Dis- 


Kccountants’ Professional Liability Insurance indispen- 
sable protection for every accounting firm. Guards the 
accountant’s assets against claims and judgments aris- 
ing because of some alleged negligent act, error or omis- 


investigation and court costs. 


Valuable Papers Insurance—an “all risk” type coverage 
which provides funds for the restoration of papers, books 
and records when they are destroyed by fire or other 
peril, 


+) Crime Insurance—Broad form coverage for money 
and securities; burglary or theft of merchandise; em- 
ployee dishonesty; forgery. 


Accounts Receivable Insurance—pays the money which 


can't be collected when accounting and collection records 
are burned or destroyed. Prevents impairment of credit. 


sion. Pays judgments up to the policy limit, plus legal, 





ability Benefit Law) 


Automobile 

Boiler and Machinery 
Burglary and Glass 
Fidelity and Surety 
Fire and Allied Lines 


Inland and 
Ocean Marine 


Public and Professional 
Liability 
Multiple Peril Forms 


Workmen’s 
Compensation 



















American Casualty agents are ideally equipped to 
give accounting firms and their clients intelligent 
counsel on all insurance problems. They are repre- 
sentatives of a company with 57 years experience in 
writing the usual and unusual in insurance coverages. 
American Casualty is one of the very few companies 
which specialize in liability insurance for pro- 
fessional groups such as accountants and attor- 
neys. For the name of your nearest ACCO agent 
or broker, write A. F. Seelig, V.P., American 
Casualty Company, Reading, Pa. 


: —) i 6 vy |! iV ma f y 
AMERIGAN GASUALTY 
COAST-TO- COAST SERVICE THROUGH 14,000 INDEPENDENT AGENTS AND BROKERS 
HOME OFFICE: READING, PENNSYLVANIA 


When writing to advertiser kindly mention The New York Certified Public Accountant 


SINCE 1902 



















Classified Section 


RATES: “Help Wanted” 20¢ a word, minimum $5.00. ‘Situations Wanted” 10¢ a word, minimum 
$2.00. “Business Opportunities” 15¢ a word, minimum $3.00. Box number, when used, is two 
words. Closing date, 10th of month preceding date of issue. 


ADDRESS FOR REPLIES: Box number, The New York Certified Public Accountant, 355 Lexington 


Avenue, New York 17, N. Y 


HELP WANTED 


Lecturer for CPA examinations preparatory 
course located in New York City, must have 
ability to keep the interest and attention of 
class, teaching experience required, write stat- 
ing qualifications, experience, etc. to Box 1709. 


Accountant, for southeastern Florida CPA 
firm, college degree, public experience re- 
quired, some hotel experience desired but not 
necessary, send resume including salary de- 
sired. Box 1726. 


SITUATIONS WANTED 


Immediately Available, accountants, office 
managers, bookkeepers. Bookkeepers & Ac- 
countants. Division, Maxwell Employment 
Agency, 130 West 42nd Street, N. Y. C., tele- 
phone LOngacre 4-1740. 


Financial Executive, CPA, law degree, over 
25 years extensive experience, public, private, 
recently assistant comptroller national manu- 
facturing company, seeks more challenging 
opportunity, $10,000, presently public ac- 
counting free lance. Box 1710. 


CPA, age 45, 25 years public accounting 
with emphasis on institutions, non-profit, fund 
raising, hospitals, investments, real estate, 
seeking per diem or part-time employment. 
Box 1712. 


Accountant, assistant controller, CPA, 38, 
seeks responsible position in upstate N. Y., 11 
years diversified, public 2 years, broad in- 
dustrial experience. Box 1721. 


Accountant/Bookkeeper, female, diversified 
experience including public accounting, wishes 
part-time position, available up to four days 
weekly, can vary days according to your 
work load. Box 1727. 


CPA, 32, nine years large and small firm 
tax and audit background, available for per 
diem in N. Y. C. and N. J., weekends or 
evenings only. Box 1728. 


Bookkeeper, FC complete GL work includ- 
ing trial balance and payroll taxes, 10 years 
experience, available Saturdays and one 
evening. Box 1731. 


BUSINESS OPPORTUNITIES 


rectory listing. Modern Business Service, 505 
Fifth Avenue (42nd Street). 


Practice Wanted, substantial terms, know- 
how offered overburdened or retiring practi- 
tioner, CPA, N. Y., N. J., AICPA, IE, MBA. 
Box 1713. 


Well Equipped CPA Firm, will purchase 
all or part of the practice of overburdened 
or retiring accountants, substantial cash or 
attractive retirement arrangements will be 


offered. Box 1714. 


CPA, desires to purchase practice, New York 
City area, honor graduate, excellent tax and 
accounting background, specializes in high- 
est type professional service to small and 
medium size accounts, excellent financial 
terms, replies held strictly confidential. Box 
1715. 


CPA-Attorney, mature, with small quality 
practice seeks CPA with $10,000 or better 
practice as partner, prefer out of N. Y. City 
practice. Box 1716. 


CPA, desires to purchase all or part of prac- 
tice or partnership interest: of overburdened 
or retired practitioner, Metropolitan area, ex- 
cellent financial terms. Box 1717. 


Certified Public Accountants, midtown, 
well established, seek CPA of partnership 
stature, with quality practice of $25,000 plus, 
who wishes to associate with medium size, 
progressive firm. Box 1718. 


Mr. Small Practitioner, if you are slowing 
down, have nobody to leave the practice to, 
and wish to establish a relationship with a 
35 year old CPA who has plenty of steam 
left, I have the capital and know-how to 
effect a semi-retirement buy out program 
which will get you out of the office and on 
the way to Florida where you really ought 
to be, meet me for lunch, on me of course, 
and let’s talk it over. Box 1719. 


CPA, AICPA, NYSSCPA, seeks associate 
with modest practice, who has time for per 
diem work, partnership status possible. Box 
1720. 


CPA, mature sole practitioner, medium prac- 
tice, desires to contact an accountant inter- 
ested in exploring the possibility of merger 
or association for mutual coverage, prestige, 


Mail and Telephone Service, desk pro- continuity upon retirement, replies he: 
vided for interviewing, $6.50 per month, di- _ strictly confidential. Box 1722. 
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BUSINESS OPPORTUNITIES attractive mid-town office, seeks association 

. with smaller practitioner with quality prac- 

Office for Rent, Broadway, City Hall vicin- tice, opportunity for partnership arrange- 
ity, private office in CPA’s. suite, furnished ment. Box 1730. 


or unfurnished. Box 1723. ; : : 
: CPA-Attorney, wishes to share his newly 

Wanted, share office space, midtown area, decorated air-conditioned four room suite, 

state rental and facilities offered. Box 1724. with or without services. WOrth 2-3398. 


Share Room in CPA suite, excellent mid- 


town geet cig ea secretarial A Pp Pp R A | 5 A LS 








service 4 
CPA, 20 se —_ pene and tax eae eee oF 
experience, modest practice, desires associa- 

tion with firm that can use superior services. STANDARD APPRAISAL COMPANY 
Box 1725. PITTSBURGH 6 CHURCH STREET ATLANTA 
Desk Space Available, at 450 Seventh Ave- ||PRILADELPHIA NEW YORK, N. Y. §f. “routs 





nue, corner of 34th Street, in air-conditioned 
ofices with pleasant surroundings. Call 
WI 7-3015, Mr. Grant. 

Office Space Available, dignified, carpeted, 
bright furnished room or desk space in mid- 
town CPA office. LA 4-4444. 

Seventh Avenue Pent House Office for 
Rent, excellent light, attractive rental of 
$125 monthly, ideal for accountant, garment 
area. Bayer, WIsconsin 7-8196. 

CPA, NYSSCPA, desires to purchase small 
practice or individual accounts in the met- 
ropolitan area, N. Y. C., Nassau, Suffolk, ex- 


cellent financial terms. ~ 1729. J USTIN J ACOBS 


CPA, with a substantial gross, N. Y. City Poser P. MeDermen & Co 
and out of town clients, fully equipped and i ; 


does the (4 


RENT SECURITY 


your clients hold earn its keep? 








Investment 


Information 


42 Broadway 
New York 4, N. Y. 
Digby 4-7140 

































Suggest to the Landlords and Real Estate Agents among 

your clients that they use a single Ninth Federal RENT 

SECURITY Trust Account for all the security funds under their 
control. Then RENT SECURITY will “earn its keep’’— +- PLUS! 
The share of each tenant will be insured to $10,000. by the 
Federal Savings & Loan Insurance Corporation. You, individually, 
or on behalf of a corporation (within a $10,000. limitation) 
are always welcome to use our many services. Drop 
in at any office and learn why NINTH FEDERAL 

is really the HOME OF SAVINGS -+ PLUS. 


NINTH FEDERAL SAVINGS 
AND LOAN ASSOCIATION 


- Manhattan — WI 7-9119. Hours: Monday: thru Thursday 9-3; Friday 9-6 
1457 BROADWAY at Times Square; ‘N. Y. 36. - 805 U. N. PLAZA at E. 45th St., N. Y. 17 
Bronx — Hours: Monday 9-3 and 5-8; Tuesday thru Friday 9-3 
~ GG E. BURNSIDE AVE, at Walton Ave., Bronx 53 1580 WESTCHESTER. AVE. at Manor Ave., Bronx 2 
NINTH FEDERAL SERVICE — Complete... Prompt . . . Courteous 
Resources over $100 Million 
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WHERE CAN BUSINESS FIND 
THE MONEY TO GROW ON? 




















Mr. ‘‘Meadow Brook” 


Is the lack of working capital preventing your 
business from blossoming into a growing, profitable 
organization? Then the answer to your problem is 
additional cash. These monies are available to you 
for months or years, and, you pay only for the actual 
cash used from day to day. There are no maturities, 
no hidden charges or specific term contracts. 


FOR FURTHER INFORMATION CALL MR. HENRY DENGEL 
IVanhoe 1-9000 — West Hempstead, N. Y. 


SERVING LONG ISLAND 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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The President's Page 


Since this is the last time I shall have the privilege of addressing 
you through this department it would seem appropriate to review briefly 
the progress of our Society during the past year and to record my per- 
sonal views as to future needs and programs. 

Progress of an organization such as ours cannot be measured ade- 
quately in short-term cycles. Each administration continues to imple- 
ment policies initiated by previous administrations and to develop its 
own long-range plans. It also carries on the normal, technical, adminis- 
trative and public relations programs built up over a period of years. 

Space does not permit an elaboration of the results of all policy 
decisions of prior years which have contributed to cur present position 
of influence. Nor does it permit mention of the past officers, directors, 
chairmen of committees and members who have contributed so greatly to 
these advances. The following, however, are illustrative of the programs 
which have been under study and consideration for considerable periods 
of time and which were brought to fruition during the past year. 

The enactment into law of our Society-sponsored regulatory bill 
first attempted in 1924. It has long been the opinion of our Society, 
recently confirmed by the American Institute as well as other interested 
individuals and groups, that the public interest required the application 
of appropriate disciplinary rules and regulations to all who practice as 
independent public accountants and, further, that the practice of public 
accounting be ultimately limited to Certified Public Accountants. 

2. Conclusion of a joint statement by the New York State Bar 
Association and our Society relating to areas of practice and the estab- 
lishment of appropriate machinery for the amicable settlement of pos- 
sible misunderstandings. 

Relocation of the Society office to provide, over a long period of 
years, not only for more efficient operations but also for future growth 
and development. 

4. Completion and distribution of a Committee Chairman Manual. 


5. Completion and distribution of a Chapter Manual. 
6. Adoption of a retirement program for the staff. 
7. Establishment of new membership award to chapters. 


Numerous forward steps were authorized to strengthen our organ- 
ization, to encourage more active participation in Society affairs and to 
advance professional development. The promotion or implementation of 
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these programs will occur largely in future years and will affect the 
following areas: 

1. Establishment of a separate organization for accountants in 
training under the sponsorship of the Society. 

2. Formulation of policies covering awards to Certified Public 
Accountant candidates for outstanding scores on the examination. 

3. Study and installation of an improved insurance program for 
members. 

4. Planning for continuing, or new, programs for professional 
development. The Society has sponsored established courses in report 
writing and accountants’ liability and has authorized the preparation of 
courses in the fields of management services and tax practice. In order 
to coordinate future programs, consideration must soon be given to addi- 
tional staff assistance. 

Foremost among our obligations, particularly when the regulatory 
law becomes effective, will be the development and maintenance of 
friendly and cooperative relationships with enrolled public accountants 
and their organizations for the purpose of improving educational, tech- 
nical and ethical standards and to provide aid in fulfilling the require- 
ments for the CPA certificate. 

An essential characteristic of a profession is its ability to provide 
self-regulation. Public accountants will soon be under the same discipline 
now applicable to Certified Public Accountants. Members of our Society 
are governed by a stricter discipline under our own self-imposed code of 
professional conduct. It will be incumbent upon us to encourage enrolled 
public accountants to adopt similar procedures for self-discipline. To 
this end, serious consideration must be given to the restatement of our 
own rules of professional ethics by our Committee on Professional Con- 
duct and to the employment of a staff member responsible for the neces- 
sary staff work in this area. 

The foundation of our Society and our profession is now well 
established. Its future growth and dedication to the public interest are 
assured. It has been a personal privilege to have served as your President 
during an active period of achievement. A corollary privilege has been 
the opportunity to observe the devotion to the profession of the members 
of the board of directors, the committees and the staff. To them and to 
all of the members I express my gratitude and appreciation for their 
euidance and support. 

Howarp A. WITHEY, 
President 


334 May 





By 





ove 
tur 
yea 
acc 
sta 
the 
ace 


Am 


star 


coul 


1955 





Recurring Problems Confronting the CPA 
and the Credit Grantor 


By Saut C. Hertz, CPA 





Accounting conventions have evolved 
over a period of more than half a cen- 
tury. Yet it has been only a score of 
years since the codification of accepted 
accounting principles and auditing 
standards and procedures was begun in 
the pronouncements of the auditing and 
accounting procedure committees of the 
American Institute of Certified Public 
Accountants. The steady growth of 
standards of practice for the profession 





sauL C. Hertz, CPA, is a member of 
the Board of Directors of the New York 
State Society of Certified Public Ac- 
countants. He has served on numerous 
committees of the Society and as chair- 
man of the following committees: 
Cooperation with Commercial Credit 
Grantors; Insolvency and Bankruptcy 
Procedures; and Textile Accounting. 

Mr. Hertz is senior partner in the firm of 
Hertz & Herson, Certified Public Ac- 


countants. 
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Underlying the relationship between certified public accountants and 
credit grantors is the seeming conflict between the primary responsi- 
bility of the accountant to his client, and the ethical and legal respon- 
sibility of the accountant to third parties. The author recommends a 
revised approach to certain aspects of professional practice including 
an extension of minimum standards of professional accounting 
services and a broadening of responsibilities in the case of small or 
medium-sized clients who may seek large amounts of credit. 


since the late *30s is directly attributable 
partly to the maturity of the profession 
but even more to its sensitivity to public 
demand. 

In the area of large, listed corpora- 
tions, the public, to whose needs the 
profession responds, consists of the 
stockholders. Their interests are repre- 
sented largely by investment bankers. 
the stock exchanges, and various govern- 
mental regulatory agencies such as the 
Securities and Exchange Commission, 
the Public Utilities Commission, and 
the Interstate Commerce Commission. 
Among closely-held small and medium- 
sized businesses, the practice of ac- 
counting similarly has expanded to 
a great extent in response to the de- 
mands and requirements of commer- 
cial bankers and mercantile credit 
grantors. Like their colleagues in the 
investment banking business, these two 
groups have come to understand both 
the breadth and the necessary limitations 
of the profession. Their reliance upon 
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the profession for sound guidance of 
their customers as well as adequate 
credit information gradually has in- 
creased. It is now, therefore, essen- 
tial that appropriate literature be de- 
veloped dealing specifically with re- 
curring issues confronting the CPA and 
credit grantor. Such literature should 
provide guides for acceptable practice 
in this area. 

The general approach toward the role 
of the profession described in this arti- 
cle originated largely in the textile and 
textile-products industries. Over the 
years, in these industries, small business 
has predominated and large amounts of 
credit in proportion to capital have been 
granted. But the principles herein con- 
sidered are similarly applicable to most 
small and medium-sized firms seeking 
credit. Some of the recommended prac- 
tices, duties, and responsibilities will 
appear radical and perhaps beyond the 
scope of the profession’s official posi- 
tion. This article, however, will endeavor 
to reconcile such apparent deviations 
with generally accepted practices and 
procedures. 

For purposes of discussion, a small 
or medium-sized company will be 
defined as one with a Dun & Brad- 
street rating of less than AaAl (capital 
in excess of $1.000.000 and “high” 
credit standing). It normally will not 
have a complete internal accounting, 
controllership. or financial management 
staff, and the CPA usually fills the gap. 
Thus, a significant part of the problem 
relates to the question of the extent of 
participation by the certified public ac- 
countant in a client’s internal affairs 
and the degree of responsibility imputed 
to him as a result of his management 
advisory functions. 

In general. it may be said that 
commercial credit grantors and bankers 
expect the broadest type of accounting 
services for their customers including 
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(depending upon the independent finan. 
cial strength of the client) verified an. 
nual audits, monthly or other interim 
reports, and financial management ad- 
vice and control. Each of the major 
categories of functions is discussed jn 
this article. 


Annual Reports 


In order to fulfill the broadened role 
described, it is essential that the ae- 
countant prepare for each client, at 
least annually, a verified long-form re- 
port. For the type of companies con- 
sidered here, in contrast to large, listed 
corporations, this report usually is pre- 
pared in original form by the CPA di- 
rectly from the client’s books and 
records. It serves, therefore, asthe 
original financial statement to manage- 
ment as well as the basis for published 
financial information to be used in ob- 
taining credit. To fulfill its dual pur- 
pose, the report should be rendered 
with an unqualified opinion, if possible. 
Unless a detailed report is prepared in- 
ternally by a competent accountant, it 
should be in long form, and should con- 
tain detailed comments regarding the 
audit, the accounts, and the transactions 
during the period, with appropriate sta- 
tistical and analytical data. If an ade- 
quate detailed report is prepared by an 
internal accounting staff. the CPA 
should review the general data for com- 
petence of preparation as well as the 
particular statements on which his opin- 
ion is to be rendered: in such case, a 
properly footnoted short-form report 
may be adequate. 

In unavoidable circumstances. where 
it is necessary to render a qualified 
opinien or to disclaim an opinion with 
respect to the statements as a whole. 
every effort should be made to fulfill at 
least the auditing standards required for 
full verification. An annual report that 
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carries a disclaimer because of inade- 
quate audit scope has limited utility from 
the point of view of both the accountant 
and the credit grantor. The data 
cannot be used with a proper degree 
of confidence by either the former in 
providing his client with financial guid- 
ance or the latter in making a valid 
credit decision. Nevertheless, whatever 
the qualifications or disclaimer, the re- 
port must be rendered with the same 
degree of alertness as to the conformity 
of the statements with generally accepted 
accounting principles complete with in- 
formative disclosure of material facts 
as if it were entirely unqualified. 

The designation of reports as “un- 
audited” or “unverified” has been jus- 
tified in situations where the accountant 
suspected or even knew of the existence 
of errors, misleading information, or 
misrepresentations in the statements. 
This kind of rationalization is spurious, 
and the accountant must not assume 
that he relieves himself of responsibility 
when he allows his name to be associated 
with false or misleading financial state- 
ments no matter how he seeks to dis- 
claim responsibility for the contents. 

In the area of practice to which this 
article is directed, agreement by the 
client to the preparation of an annual 
“certified report” is being prescribed 
more and more by accountants as a 
minimum prerequisite for acceptance of 
an engagement. Practitioners who have 
adopted this policy reason that, while 
the public is expected to read letters of 
transmittal and differentiate between 
opinions and disclaimers, the promul- 
gation of false financial statements on 
accountants’ letterheads, albeit with dis- 
claimers and with no knowledge of the 
falsity, nevertheless subjects them to 
criticism by credit grantors and others 
who have relied upon their reports. With 
the growth in stature of the profession, 
the argument that accountants must not 
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overstep their positions by attempting 
to prescribe such procedures or gener- 
ally impose their views upon clients ap- 
pears to be receding. 


Credit Agency Reports 


Closely held companies rarely have 
occasion to publish financial data for 
general circulation. In most cases, the 
only “published” information about 
such companies is contained in credit 
agency reports. These reports provide 
both financial statements submitted by 
the companies and the results of periodic 
independent investigations by the agen- 
cies themselves regarding the histories, 
management, credit positions, and pay- 
ment records of the companies. In ad- 
dition to facts and figures, some credit 
agencies also supply opinions, ratings. 
recommended credit lines, and even 
actual credit checking service for clients. 

The form and extent of information 
submitted to credit agencies varies with 
the client depending upon his taste and 
his financial strength and independence. 
If the CPA is advising a client, he 
should recommend the submission of a 
maximum amount of information con- 
sistent with the best interests of the 
client. This would include a_ balance 
sheet with appropriate footnotes and a 
condensed statement of operations. If 
the agency’s form is inadequate or not 
suitable, a copy of the report prepared 
by the CPA may be submitted. If the 
latter contains confidential information 
which the company does not wish to 
publish, portions of the report may be 
marked “confidential” and will not be 
published by the agency. While a short- 
form report generally is inadequate for 
internal use, it is fully acceptable for 
submission to credit agencies provided 
the accounts are properly footnoted and 
appropriate explanations are included. 

The submission of reports to credit 
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agencies by clients is entirely voluntary 
but generally is expedient from the 
point of view of the client since most 
resources extending credit require the 
information. Publication of financial 
reports through credit agencies saves 
the time and expense of both manage- 
ment and the accountant. It obviates 
the necessity of answering credit  in- 
quiries in connection with routine pur- 
chase orders and enables the credit 
grantor to approve orders quickly by 
making the credit information readily 
available. If financial information is 
not published, many resources will re- 
quire submission by the client of the 
CPA’s original report or completion of 
the resource’s own financial statement 
form. 

Provided he need not express an opin- 
ion, the independent CPA usually may 
remain neutral with respect to the na- 
ture of financial statements submitted 
to credit agencies. However, a material 
omission or the preparation of the 
form in a manner which may mislead 
the reader is not to be condoned by 
the accountant even though his signa- 
ture does not appear. On the other 
hand, the failure to submit any finan- 
cial information to the credit agen- 
cies by a company is usually inter- 
preted by credit grantors as an act of 
weakness, an effort to withhold adverse 
facts. It, therefore. need not be con- 
sidered misleading. On the contrary, it 
often serves notice upon them to seek 
current information by direct inquiry 
before approving orders. 

Where credit agency reports contain 
space for accountants’ signatures and 
opinions, the principles of the Ameri- 
can Institute of Certified Public Ac- 
countants’ Statement on Auditing Pro- 
cedure No. 28 relating to this point. 
should apply. In general, the CPA 
should not sign a form containing an 
incomplete financial statement such as 
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a balance sheet without the related op- 
erating data, or a condensed financial 
statement without proper footnotes or 
adequate disclosure of material facts 
or post-balance-sheet events. 


Post-Balance-Sheet Events 


Statement on Auditing Procedure No. 
25 deals with the auditing and report- 
ing of events subsequent to the state- 
ment date and prior to the submission 
of the report. No such authoritative 
consideration, however, has been given 
to significant events that have occurred 
or are discovered after the report has 
been released. Events of this type. 
which may significantly and adversely 
affect the solvency or liquidity of a 
company. include: (1) strikes or casu- 
alty losses, (2) deliberate or controll- 
able actions by directors or stock- 
holders, such as the retirement of capi- 
tal stock, reduction in capitalization, a 
declaration of dividends, or the pay- 
ment of bonuses or other unusual com- 
pensation, and (3) the hypothecation 
of an asset after the closing date. Such 
events may be contrasted with chronic 
or inherent defects in a business and 
their manifestations, such as downward 
trends in operations, which appear con- 
tinually in periodic financial statements. 

A post-balance-sheet event which 
materially affects the solvency or liquid- 
ity of a company, and accordingly its 
ability to meet its maturing liabilities. 
should be disclosed voluntarily at least 
to major creditors. If not so disclosed. 
it inevitably will be revealed either 
through indiscretion, regular routine 
credit inquiries, or in the next issued 
report, unless its effects are reversed 
or offset by some independent sub- 
sidy. When it comes to the attention 
of important creditors through an in- 
voluntary channel, such as by rumor, 
not only may the flow of credit be af- 
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fected, but the failure to reveal it im- 
mediately will jeopardize the reputa- 
tions of both the client and the account- 
ant. Thus, voluntary disclosure at the 
initiative of the client is almost uni- 
versally expedient from his own point 
of view. 

The result of voluntary disclosure 
may be the cessation of credit lines. 
It is nevertheless better, from both a 
moral and a practical point of view, to 
have creditors, who share the risk, 
share the responsibility for remedial 
action than for the client to take the 
matter into his own hands. As a mat- 
ter of experience, the normal problems 
of running a small business profitably 
are numerous and challenging, per se. 
It is highly inexpedient to add those 
that would of necessity accompany a 
suddenly weakened financial condition 
while simultaneously trying to withhold 
the information about the weakness. In 
cases of either temporary financial em- 
harrassment or complete insolvency. it 
is always easier to make favorable or 
equitable arrangements with creditors 
if the facts have been disclosed quickly. 
The creditors of a debtor who has ap- 
pealed to them in a forthright manner 
have greater confidence in his honesty 
and integrity. They, therefore, may be 
expected to be more amenable to ar- 
rangements that legally protect new 
creditors and, thus, enable the company 
to operate while the basic problem is 
being studied, measured and resolved. 

Where a significant post-balance-sheet 
event has occurred, it is important for 
the CPA to understand its effect upon 
the credit position of the client. Gen- 
erally, its ultimate importance will be 
measured by the extent of impairment 
or appropriation of working capital 
caused by it and the adequacy of work- 
ing capital thereafter. In some in- 
stances, such as in the case of a fully 
insured casualty loss, the basic finan- 
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cial strength of the company may not 
be affected at all, even though a sig- 
nificant amount of working capital is 
temporarily frozen pending negotiation 
of settlement with an insurance com- 
pany. In such circumstances, it may be 
desirable to inform large creditors im- 
mediately and request a temporary mor- 
atorium on major maturities, rather 
than permitting liabilities to become 
overdue and risk legal action on the 
part of creditors. 

The responsibility that falls upon the 
CPA in the case of post-balance-sheet 
events of the type and scope described. 
though perhaps difficult to accept, is im- 
portant. If he is known to be performing 
monthly audits, he will be presumed by 
at least some credit grantors to have a 
continuing association with the last is- 
sued report with which he was identified. 
And, depending upon the independent 
financial strength of the company and 
the amount of credit involved, new 
creditors often will base their decisions 
on that report (unless the amounts of 
credit are very large). at least until the 
next annual or semi-annual report is 
due. Of course, the CPA cannot divulge 
confidential information about his client 
without the latter’s permission. But, by 
saying nothing, doesn’t the CPA tacitly 
endorse the continuing validity of the 
last issued report? This is a most difh- 
cult dilemma and one that persistently 
recurs because larger creditors continu- 
ally seek current interim financial in- 
formation. 

Thus, the failure to disclose signifi- 
cant post-balance-sheet events traps both 
the CPA and the client. The independent 
position of the CPA becomes untenable. 
influenced by the vulnerable position 
in which he has placed himself by not 
disclosing facts that ultimately must be 
revealed in a fairly prepared, regularly 
issued report. And the client becomes 
more greatly attached to his secret as 
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time passes. In the circumstances, the 
wisdom of the CPA must prevail from 
all points of view if he presents the 
problem and its solution in a clear-cut 
manner—voluntary disclosure—to a 
client who is honest and soundly moti- 
vated. 


Interim Reports 


In companies that are too small to 
absorb the costs of highly skilled, in- 
ternal accounting staffs, the preparation 
of monthly and other interim financial 
statements generally is the responsibility 
of the independent CPA. The smaller 


the margin of equity on which a com- 


pany is trading in relation to total debt. 
the more sensitive is its financial status 
to seasonal and market fluctuations, 
style changes. and other short-term fac- 
tors. The interim (preferably monthly) 
report, therefore, is essential to the in- 
telligent conduct of the business. It is 
also an important factor in the obtaining 
of credit. With it. management and 
credit grantor alike are able to study 
the effects on a company of market 
phenomena and financial 
problems. Similarly, the vigilant ac- 
countant depends upon the interim re- 


anticipate 


port to spot weaknesses or trends be- 
fore they become deep-rooted problems, 
and thus guide his client on the most 
expedient course. 

Interim reports generally are ren- 
dered with a disclaimer of opinion by 
the CPA in accordance with ATCPA’s 
Statement on Auditing Procedure No. 
25. Nevertheless, because of the heavy 
reliance upon them by both credit 
grantor and management. interim re- 
ports must be prepared in accordance 
with accepted accounting and reporting 
principles and standards. The CPA 
must be fully conversant with items and 
transactions reported. Interim audit 
procedures should be adequate to as- 
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sure both correct bookkeeping tech. 
niques and the application of sound ac. 
counting principles. Unusual. signifi. 
cant, or unclear transactions or accounts 
should be analyzed. Inventories should 
be carefully reviewed as to accounting 
method, arithmetical accuracy, and con- 
sistency with cost records and the books 
of account. Appropriate adjustments 
for corrections of book entries, accruals 
and valuation reserves should be made. 
Where a physical or estimated inventory 
(rather than a break-even inventory) 
is used, provision should be made for 
estimated federal and other taxes. based 
on earnings, or the recovery thereof 
if there is a loss and a resultant carry- 
back claim. The report should contain 
adequate disclosure of all known facts 
significant to the financial position of 
the company including designation of 
hypothecated assets and secured liabil- 
ities, a description of the source of the 
inventory figure used (e.g., “estimated,” 
“submitted,” or “required to break 
even”), and descriptions of unusual as- 
sets and liabilities. It also should, of 
course, if required by the circum- 
stances, contain a general disclaimer of 
opinion by the CPA. 

Credit men and even some account- 
ants often refer to interim reports as 
“trial balances.” This loose parlance is 
highly misleading and confusing, and 
should be discouraged. The type of 
company with which credit men deal 
rarely records in its books of account. 
on an interim basis, adjustments for 
accruals, inventories and valuation re- 
serves. And an accounting report cer- 
tainly should never be transcribed di- 
rectly from an unadjusted general ledger 
trial balance. 

Essentially, there are two kinds of 
unverified, interim financial statements. 
depending upon the nature of the in- 
ventory figures, namely, those with ac- 
tual inventories, computed in any one of 
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several ways described herein below, 
and those indicating the balancing in- 
ventory required to break even. If ap- 
propriate account designations and no- 
tations are made, those with actual in- 
ventory figures may properly be called 
fnancial statements and the exhibits 
labeled “balance sheet,” “‘statement of 
operations,” or other conventional titles. 
On the other hand, those that contain 
inventory-balancing figures should be 
qualified as “statement of assets and 


liabilities with inventory needed to 
break even,” “statement of income, 
costs and expenses with inventory 


needed to break even,” or similar titles 
indicating the incomplete nature of the 
statement. 

The validity and usefulness of monthly 
financial statements depends first upon 
the preparation of an annual verified 
report as a starting point, and then upon 
the quality of the monthly audit. Of 
equal importance are the frequency of 
physical or “book” inventories following 
the verified, annual physical inventory. 
and the soundness of the technique 
used for estimating interim inventories 
where perpetual inventory systems are 
not maintained. Submission of interim 
statements with estimated or “break- 
even” inventories, particularly the for- 
mer, without corroboration by an actual 
physical inventory for more than six 
months, is a highly risky procedure and 
should be avoided. 


Interim Inventories 


In the most rudimentary of double- 
entry bookkeeping systems, all of the 
asset and liability accounts are or can 
be adjusted monthly for current trans- 
actions and thus kept up-to-date, except 
inventories which, to be adjusted 
monthly or periodically, require special 
systems and records. Most small firms, 
have neither integrated cost systems 
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nor full perpetual inventory 
oriented to the accounting report. As 
a result, the opening inventory gen- 
erally remains constant on the books 


systems 


for an entire year and is adjusted only 
on the monthly accounting reports. 

For the purposes of this discussion, 
there are four basic types of inventories 
used in all financial statements: 

1. Physical inventory verified inde- 
pendently by the CPA. 

2. Inventory submitted by manage- 
ment, either physical or from reliable 
detailed perpetual inventory 
“book” inventories). 


records 
(i.e., 

3. Inventory estimated through cost- 
ing of sales or by the gross profit method 
based, upon past experience and/or 
knowledge of current costs. 

1. Inventory needed to break even. 

The verified physical inventory, of 
course, is a procedure antecedent to the 
preparation of a fully verified report. 
In most firms it appears only on the 
statement. Usually interim re- 
either “submitted” or 
“estimated” inventories, or balancing 
“break-even” If perpetual 
inventory records are kept and the CPA 
determines the adequacy of periodic 
physical test-checks, monthly schedules 
can be taken, priced, and submitted by 
management for inclusion in the monthly 
report. If perpetual inventory records 
are not kept, physical inventories should 
be taken, and the original data should 
be submitted to the accountant by man- 
agement as frequently as feasible. As a 
general rule, a single figure without 
supporting details should not be ac- 
cepted by the CPA for inclusion in the 
interim report. The significance of in- 
terim reports. as stated previously, is 
at best substantially reduced without 
either properly administered perpetual 
inventories or at least semi-annual 
physical inventories. 


annual 


ports contain 


inventories. 
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In dealing with small firms, inventory- 
taking is a continuing process of educa- 
tion of management by the CPA. This 
is true particularly in the case of in- 
terim inventories in the supervision or 
control of which the accountant nor- 
mally does not directly participate. Such 
matters as cut-off controls, pricing tech- 
niques, and even the over-all control of 
the physical count or the summary of 
records of inventories on the premises 
of bailees continually require special 
attention and guidance by the account- 
ant. 

Interim submitted inventories, either 
book or physical, although not physi- 
cally verified, should be audited by the 
CPA for arithmetical accuracy. They 
should be examined for consistency 
with purchases, purchase returns, sales 
and sales returns records to guard 
against inadvertent omissions or dupli- 
cations. In addition, valuations should 
be reviewed particularly with respect 
to spoiled and obsolete merchandise. 
Knowledge of the client’s circumstances, 
motives, and personnel is, of course, an 
important factor in judging the extent 
of audit required of submitted inven- 
tories. 

Where monthly reports are prepared, 
and submitted inventories are not avail- 
able each month, either estimated or 
break-even inventories must be used. 
A reliable estimate, either through a 
continued internal costing of sales (pref- 
erably) or through the use of the gross 
profit method, generally computed by 
the CPA, is usually more meaningful 
than a break-even inventory; if care- 
fully prepared, it reflects an up-to-date 
estimate both of the financial position 
and the month-to-month progress of 
the company. If the estimate is made 
by costing sales, however, it should be 
remembered that the resultant inventory 
is at cost and, therefore, must be re- 
viewed and adjusted for significant 
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market price declines and losses from 
obsolescence or inferior production. 
If the gross profit method is used, the 
rate of gross profit should be computed 
not only from prior experience but also 
from pre-production cost estimates and 
actual going cost data; and proper al- 
lowance for reductions in gross profit 
resulting from off-price sales must be 
made based upon review of the month’s 
sales, discussions with the client, and 
general iamiliarity with business. Gross 
profit estimates should be computed 
separately for each month and the re- 
ported operations for the fiscal period 
to the interim date should reflect the 
accumulation of the monthly figures. 
A physical or sight estimate by manage- 
ment of the total value of the inventory 
is useful only as a rough basis of com- 
parison with estimated or break-even 
inventories but should not be quoted in 
the report itself. 

The inclusion of balancing inven- 
tories or inventories required to break 
even on monthly financial reports is a 
common practice. Statements contain- 
ing such inventories are less useful than 
those containing actual or estimated in- 
ventories, since they do not provide a 
complete picture of the financial posi- 
iton or operations. However, in some 
circumstances, where a reasonable basis 
for estimating an interim inventory is 
not available, a statement with a break- 
even inventory may be the only kind 
that can be prepared. It should be 
noted, however, that even a_ properly 
labeled break-even inventory is, in a 
sense, misleading, if substantial and 
significant losses are known to have 
been sustained by the company. 

The CPA must recognize that the in- 
ventory figure presented on an interim 
financial statement will have signifi- 
cance to the reader and its importance 
should not be minimized simply because 
it is reflected in an interim report. 
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Telephone and Other Direct Com- 
munications from Credit Grantors 


Credit evaluations and deterniinations 
must be made quickly for the benefit of 
hoth buyer and seller. Credit agency 
rating books, reports, and company 
credit files and experience are not 
always adequate or current. As a re- 
sult, the procedure of communicating 
directly with accountants, usually by 
telephone, has been adopted by credit 
men. In some industries, notably “soft 
goods,” mercantile and commercial fac- 
toring companies have engaged credit 
assistants to devote their time exclu- 
sively to telephoning accountants and 
recording financial information thus 
procured on special forms for quick 
analysis. 

From the point of view of the ethical 
aspects of the profession pertaining to 
the client-accountant confidential rela- 
tionship, the direct line of communica- 
tion between the CPA and the credit 
grantor is established by the client. 
It begins either voluntarily or at the 
request of the credit grantor, when 
the client gives the name of his ac- 
countant as a credit reference. Some- 
times, the financial statement form 
submitted by a banker, commercial 
credit grantor, or credit agency con- 
tains a paragraph in which the client 
specifically agrees to permit direct com- 
munication with his accountant for sup- 
plemental financial information.* Fre- 
quently, the client himself encourages 
the credit grantor to communicate with 
the accountant. In the “soft goods” in- 
dustries, the practice of direct communi- 
cation between accountants and credit 
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grantors has evolved to a point where. 
in the case of clients relying heavily on 
credit, the accountant may list among 
the prerequisites to the acceptance of a 
new engagement blanket authorization 
to respond to proper credit inquiries 
without specific consultation with the 
client. In fact, an increasing number 
of CPA firms have adopted form letters 
which clients are requested to sign for 
this purpose. This is not to say that 
a new engagement will be rejected un- 
less such latitude is granted; but, where 
the client intends to list the CPA as a 
credit reference, he surely must give 
the latter the flexibility of judgment 
necessary to assure third parties of 
proper reporting and full disclosure. 
Direct inquiries by credit grantors of 
accountants, generally, are designed to 
secure financial data not published on 
credit agency forms but included, per- 
haps, in the annual long-form report. 
together with information regarding 
post-balance-sheet events, and/or data 
contained in interim financial state- 
ments. Depending upon the nature of 
the request, the amount of credit in- 
volved, the financial position of the 
client, and other pertinent circum- 
stances, these inquiries frequently are 
answered verbally over the telephone. 
Sometimes, however, they may require 
special consultation with the client 
and, perhaps, the forwarding of a copy 
of the long-form annual report or an in- 
terim financial statement. In answering 
a direct credit inquiry, the accountant 
should limit his presentation to facts 
and figures, and avoid any prognostica- 
tion, speculation, or direct effort to in- 
fluence the decision of the inquirer. 


/ * The following is quoted from the section of the financial statement form of National 
tedit Office, Inc. in which the signature of the company appears: 

_ “The undersigned warrants that the foregoing figures and answers are true and accurate 
in every respect and orders this statement mailed to you with the intention that it shall be 
relied upon in the extension of credit or insurance by such concerns, including factors or 
agents, who may subscribe to your service now or hereafter. My (Our) accountants are 
authorized to supply you with any supplementary information that may be required.” 
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Clients sometimes request their ac- 
countants to telephone credit grantors 
to influence their credit decisions. In 
general, the CPA should avoid placing 
himself in the position of advocate. The 
client’s interests are best served if the 
request for information comes from the 
credit grantor and the CPA responds 
as an independent observer. If the call 
must be made by the CPA, he should 
exert every effort to maintain the same 
neutral position as if the call had orig- 
inated on the other side. 


Solicitation of Credit and Partici- 
pation in Credit Conferences 


In his normal contact with credit 
grantors, the position of the accountant 
should be impersonal and _ objective. 
Nevertheless, where a client is seeking 
a disproportionately large amount of 
credit, the credit grantor may request 
a personal meeting with the accountant, 
sometimes in the company of the client 
and sometimes not, for the purpose of 
closer study of available accounting in- 
formation. In order to augment his 
understanding of the client’s financial 
affairs, he may question the accountant 
regarding costs, break-even point, bud- 
gets and projections, and other aspects 
of the business which the CPA will be 
expected to know but which are not re- 
flected in the financial reports. Part of 
his purpose may even be to assure him- 
self that the CPA is sufficiently intimate 
with the client’s affairs to render appro- 
priate advice. His confidence in the 
CPA, even though the latter remains 
completely independent and objective, 
will influence his credit judgment. 

A visit by the CPA to a credit man, 
unaccompanied by the client, should, of 
course, take place only with the knowl- 
edge and approval of the client. Whether 
or not made in the presence of the 
client, affirmative statements by the CPA 
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should be based completely upon facts, 
Where budgets or other prognostica- 
tions are discussed, his statements 
should be properly qualified and should 
be rendered with an oral disclaimer, if 
applicable, much the same way as a 
written prognostication would carry a 
disclaimer. In short, his attitude and 
approach should be guided by the same 
reporting standards as apply in the 
preparation of a written accounting 
report. 


Guarantees and Subordinations 


The subjects of guarantees and subor- 
dinations often are considered together. 
From an accounting point of view, how- 
ever, their effects are quite different. 
A personal guarantee by an officer or 
principal stockholder of a corporate 
liability has no direct bearing upon the 
financial position of the company. The 
subordination of a debt by a creditor, 
however, serves immediately to enhance 
the balance sheet position for the credi- 
tors to whose claims the subordination 
is made. From a legal point of view, 
a general subordination: with an in- 
definite termination date is almost the 
equivalent of capitalization of a debt. 
Often, the only reason for subordinating 
stockholder loans instead of capitalizing 
them is to avoid the otherwise inevitable 
income tax on dividends when the cor- 
poration, having replaced the working 
capital through earnings, is ultimately 
able to repay the loans. 

Personal guarantees not only have no 
effect on the balance sheet of the debtor 
company, but in most cases are given 
only to individual creditors, and then in 
strict confidence, sometimes without 
even the knowledge of the auditor. 
Subordinated liabilities, on the other 
hand, particularly stockholder loans. 
frequently appear on balance sheets of 
corporations entirely unsolicited _ by 
creditors, in anticipation of credit prob- 
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lems, where a corporation is otherwise 
undercapitalized and stockholders desire 
to enhance its financial position. Often, 
a decision to subordinate stockholders’ 
claims is made upon the advice of the 
CPA based upon his understanding of 
the financial position and credit needs 
of the company. 

A subordination by one creditor to 
another has, in itself, no material effect 
on the balance sheet status of the liabil- 
ity, except from the point of view of the 
two parties involved, and may not even 
require disclosure. However, a liability 
subject to a general subordination 
should be segregated below other liabil- 
ities with full disclosure as to the term 
of the subordination and other pertinent 
facts. Although there is no particular 
authority for the practice, liabilities to 
stockholders, subordinated without qual- 
ification for indefinite periods, some- 
times are included with stockholders’ 
equity in a properly designated section 
of the balance sheet. 

Requests for guarantees, and some- 
times for subordinations, generally occur 
in instances where credit grantors con- 
sider the credit accommodations sought 
to he excessive compared with the work- 
ing capital and the general financial 
position of the company. The account- 
ant, if called upon by an inexperienced 
client for advice regarding such re- 
quests, can only explain the reasons in 
these terms. In the final analysis, the 
client must evaluate his own bargaining 
If the credit grantor insists 
upon the guarantee or subordination, 
the customer or borrower either com- 
plies or seeks the credit elsewhere. 


position. 


Acceptance of Engagements, 
Withdrawals and Minimum 
Standards of Practice 

As previously pointed out, credit 
grantors, in extending credit, particu- 
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larly in the “soft goods” industries, 
weigh heavily the reputations of the 
accountants serving their customers. In 
some instances, credit is extended even 
prior to the promulgation of financial 
information merely on the assumption 
that the accountant has used wise judg- 
ment in accepting the engagement and 
associating his name with the client. 
One may justly protest that this kind of 
presumption is unwise and unsound; yet 
it is typical of the attitude of a segment 
of the profession’s public. To oppose 
it absolutely is simply opposing public 
opinion. On the other hand, if the pro- 
fession accepts the broader responsibil- 
ities expressed or implied here and else- 
where in this article, it must adopt ap- 
propriate principles to guide the conduct 
of practices oriented to the banking 
and credit fraternity and provide its own 
definitions of its duties and limitations. 

The following are some suggested 
basic rules: 

1. Before acceptance of any engage- 
ment, where there is a question of credit. 
endeavor to determine in a general way 
the financial standing of the company 
and the background and reputation of 
the management and principal stock- 
holders. This usually can be accom- 
plished initially through the reading 
of a recent credit agency report. 

2. As soon as possible after the com- 
mencement of the engagement, prepare 
statements based at least upon a physical 
inventory and, preferably, upon an ex- 
amination leading to an unqualified 
opinion. 

3. If the initial statement reflects a 
weak financial position, relatively large 
inventory, or heavy indebtedness, make 
a reasonable attempt to determine the 
possibility of improving the situation. 

4. If the initial statement reflects an 
insolvent financial position, or the pros- 
pective client is known in advance to be 
insolvent, or if a downward trend is 
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apparent, remedial measures should im- 
mediately be recommended and a meet- 
ing arranged with the company’s at- 
torney and ultimately with appropriate 
creditors. Unless such advice is ac- 
cepted by the client, the accountant 
would be wise to reject the engagement. 

5. An understanding with respect to 
the scope of the engagement and the 
minimum procedures required should 
be conveyed to the new client at the 
outset. In most cases, these would in- 
clude the following: 

(a) A fully verified, preferably 
long-form report, at least annually. 

(b) Frequent (generally monthly) 
interim audit and report. 

(c) At least semi-annual physical 
inventories, or the equivalent from in- 
ventory records. 

6. An understanding with respect to 
the necessary latitude of judgment per- 
mitted the CPA in answering inquiries 
of banks and mercantile credit grantors 
should be reached initially. Such lati- 
tude should include full and unlimited 
disclosure of all relevant facts in answer 
to proper inquiries, interim as well as 
annual. 

7. On the basis of the scope of the 
engagement described, an adequate fee 
should be estimated and stated in a 
frank manner. Once the engagement is 
undertaken, inadequate compensation 
cannot be considered a valid excuse for 
failure to follow required professional 
procedures. 

The withdrawal from an engagement 
by a CPA, in the type of practice con- 
sidered here, beyond non-professional 
considerations, will generally be neces- 
sitated by: 

1. Fraudulent or unethical practices 
by the client. 

2. Refusal of client to permit the 
CPA to perform minimum procedures of 
the type previously described. 
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3. Acts or omissions leading toward 
business failure in disregard of the 
recommendations of the CPA, where 
the essential capital of a company is in 
jeopardy. (The specific problem of 
withdrawals from engagements where 
the clients are insolvent will be dealt 
with in the next section of this article. 

Because of the significance of the 
accountant’s name to the client’s credit 
standing, it is a wise although by no 
means universal practice for the account- 
ant to announce his withdrawal from 
an engagement through the credit 
agency active in the industry. This 
practice is particularly desirable where 
the reasons for the withdrawal are such 
that a complete dissociation is expedient. 
The agency is informed via a letter that 
states simply that the firm no longer is 
the accountant for the subject client. 
The reasons for the withdrawal should 
be omitted since normally their inclusion 
would breach professional confidence. 


Insolvent Clients 


Under the common law and most 
state laws, insolvency is defined broadly 
as the inability to pay one’s debts as 
they mature irrespective of whether the 
capital section of the balance sheet re- 
flects a deficit. The National Bank- 
ruptcy Act limits the definition of in- 
solvency to the balance sheet definition, 
i.e., an excess of liabilities over assets. 
The CPA may judge a business to be 
virtually insolvent without its falling 
literally into either of these categories, 
where the conventional accounting valu- 
ations of assets that comprise the capital 
are excessive as compared with a real- 
istic appraisal); such businesses often 
are able to liquidate their maturities as 
they occur because of either unsecured 
credit or secured financing. 

Insolvency, fundamentally, is an ac- 
counting concept which the CPA is 
eminently well qualified to understand. 
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Recurring Problems Confronting the CPA and the Credit Grantor 


The problems related to the affairs of an 
insolvent debtor, while they generally 
require legal counsel and knowledge, 
occur in areas where an accountant’s 
understanding of the financial aspects of 
business is And _ the 
recognition of an insolvent company 
can be accomplished far sooner through 
analysis than 
natural 


indispensable. 


accounting 
through, as it often is, the 


course of events. 


competent 


It is not within the scope of this ar- 
ticle to study in detail the causes and 
symptoms of insolvency and the specific 
ways in which the accountant can help 
to prevent it or prescribe appropriate 
remedial measures when it occurs. In 
general, however, it may be stated that 
the approach to accounting practice de- 
scribed in this article and the minimum 
procedures advocated are particularly 
suited to the recognition and the con- 
structive handling of insolvent or finan- 
cially embarrassed clients. Annual fully 
verified reports, frequent interim inven- 
tories, monthly financial statements with 
reliably estimated inventories, if actual 
counts are not available, cost analyses, 
systems review, budgets, and other pro- 
cedures that keep the CPA continually 
informed of his client’s current activities 
—these are the most effective tools with 
which the CPA is equipped to recognize 
and deal effectively with downward 
trends and other symptoms of impending 
financial crisis. 

The mere fact that a client is in a 
precarious position should not influence 
the CPA to. withdraw from the engage- 
ment, provided the client takes the ne- 
cessary corrective measures in time to 
be effective. He should not, however, 
remain associated with a client that fails 
to cooperate to help himself, even though 
his resignation from the engagement 
may be looked upon critically by both 
client and credit grantors as the aban- 
donment of a “sinking ship.” 
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If a client becomes insolvent, the CPA 
can best serve his own as well as the 
client’s interests, and those of creditors, 
if he convinces the client to consult with 
an attorney for the purpose of informing 
creditors of the condition. Morally, 
practically, and even legally, an insol- 
vent company ultimately is the property 
of creditors. An accountant who re- 
mains with it, when its management will 
not consult with creditors, may be cri- 
ticized for condoning the client’s atti- 
tude. If the client is cooperative, the 
CPA can help creditors as well as the 
client by continuing to perform import- 
ant accounting functions until the client 
is able to decide with his attorney what 
course of action to pursue. In no event, 
however, should he seek to represent his 
debtor-client in negotiations for a com- 
promise settlement of liabilities; this 
function should be performed by an 
attorney. 


In the “soft goods” industries, cur- 
rent policy among credit men is to re- 
place the CPA at creditors’ meetings. 
particularly if the debtor’s balance sheet 
on a going concern basis reflects a de- 
ficiency to unsecured creditors. In an- 
ticipation of this policy, if the facts 
warrant it (i.e., liabilities exceed as- 
sets), it generally is expedient for the 
CPA to withdraw voluntarily after the 
completion of whatever work is re- 
quired of him by the client’s attorney: 
his remaining with the engagement 
beyond that point, as a practical matter, 
can only prove embarrassing and costly. 
The retention of a new accountant on 
behalf of creditors is for the expressed 
purpose of determining the existence of 
fraudulent conveyances, _ preferential 
payments, and other irregular transac- 
tions. The policies of credit men with 
respect to accountants for insolvent 
debtors are based upon the assumption 
that the independence of the account- 
ant in an insolvency audit is impaired 
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by any prior associaton with the debtor. 
The federal court rules on bankruptcy 
procedure relating to the retention of 
accountants also imply this point of 
view.” It is doubtful that, even with 
the growing degree of mutual under- 
standing between accountants and credit 
men, the accountant ever will be en- 
tirely immune from a share of the 
stigma of an insolvent client. 


Independence and the Proposed 

Broadened CPA Responsibilities 

The foregoing sections of this article 
have dealt with various recurring prob- 
lems in the CPA-credit grantor relation- 
ship. The conclusion expressed or im- 
plied consistently throughout has been 
an expansion in the limits of profes- 
sional activity and responsibility by the 
CPA when practicing among small or 
medium-sized clients who do not have 
internal accounting officers and staffs. 
This approach, perhaps, is in conflict 
with that maintained by both colleagues 
and laymen who continually have ad- 
monished the practitioner to remain 
within the bounds of his profession and 
not to confuse his position with that of 
a principal. 

The fundamental question is, “Should 
the profession accept the role of busi- 
ness doctor?” Must we assume that an 
accountant who has injected his point 
of view into managerial decisions has 
impaired his independence? Can an ac- 
countant report independently on _ the 
outcome of business decisions that he 
has influenced or perhaps even pre- 
scribed? To resolve these questions, we 
must consider the matter from the point 
of view of the parties involved. 

While there may be facts and circum- 
stances that directly affect the problem 
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in any given situation, fundamentally 
the concept of independence is a matter 
of attitude. There is no doubt that the 
practitioner who has influenced import- 
ant decisions, and even the basic policies 
of his clients. cannot dissociate himself 
from the outcome of his recommenda- 
tions. At the same time, however, he 
can and must view the activities of his 
clients objectively and realistically, and 
recognize that at times his remedies may 
be good but the situation hopeless, and, 
on rare occasions, even the remedies 
themselves may be inexpedient. 

From the point of view of stock- 
holders and management, on the other 
hand, the proposed broadened role and 
minimum standards of practice provide 
financial advisory services which small 
businesses require but rarely can de- 
rive from internal management. Fur- 
thermore, since stockholders and man- 
agement generally are substantially the 
same individuals in the companies con- 
sidered here, the matter of independence 
in relationship to possible conflicting 
interests between stockholders and man- 
agement, is inapplicable. 

Insofar as third parties are con- 
cerned, it may safely be stated that the 
approach indicated is at least in part 
a response to the demands of bankers 
and mercantile credit grantors, and cer- 
tainly is consistent with their interpre- 
tation of independence. 

Thus, if all of the parties concerned— 
the CPA, the client, and the credit 
erantor—accept the principles and prac- 
tices herein described as being consist- 
ent both with the concept of independ- 
ence and with the ultimate goals of 
professional practice, it may fairly be 
concluded that any ethical or other con- 


* Rule 11, Subdivision A, Rules of the United States District Courts, Southern and 
Eastern Districts of New York. This rule requires that the accountant, in applying for reten- 
tion under the bankruptcy act, disclose any previous affiliation with the debtor. 
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fict attributed to these principles and 
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practices is unwarranted. And from the CPA’s independence. 


the point of view of the profession 
as a Whole and the general public, the 
proposals made in this article involve 
a firmer application of accounting, au- 
diting and reporting standards and a 
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Audited Statements and Credit Granting 


One of the principal uses of audited financial statements is for bank 
credit purposes. There is a gradually increasing acceptance by the larger 
hanks of the assumption that financial statements certified by CPAs are an 
indispensable requirement of bank credit. I know of one bank in New York 
that has a rule: No certificate, no loan. Perhaps even in this bank this 
rule is not inviolable, and perhaps not many banks have such a rigorous 
requirement. But I think there is no doubt there is a gradual trend toward 
more and more pressure on bank borrowers to produce financial statements 
which the banker can accept as reliable. It seems to me inevitable that 
the smaller banks in the smaller communities in time will follow suit. 
Bank officers and directors take a certain amount of risk in failing to take 
advantage of all available safeguards in utilizing their depositors’ funds 
and in their stewardship of the stockholders’ capital. By educational 
processes, CPAs can do something to accelerate realization on the part of 
hanks that the independent audit by a CPA is becoming a_ standard, 
accepted safeguard. 

There are some signs that commercial credit grantors are scrutinizing 
financial statements in addition to analyzing the credit rating based on 
experience in paying bills of customers who are granted liberal credit terms. 
We hope the day will come when the credit rating agencies like Dun & 
Bradstreet will indicate clearly in their reports whether or not financial 
data presented has been audited by a CPA, and whether or not an un- 
qualified opinion has been issued. 


Joun L. Carey, “The Next Fifty Years,” 
Ture Onto CPA, Winter, 1959 


more highly disciplined conception of 


The question really is, “If a CPA 
conducts a practice among the type of 
client described herein without applica- 
tion of the concepts proposed, can he 
really consider himself independent?” 
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Personal Property Taxation 


By Artuur D. Lynn, Jr. 


After a review of the development and present status of ad valorem 
personal property taxation, the author considers the assessment problem 
and assessment standards. The article suggests the need for the adoption 
of specific assessment standards that will provide workable and equit- 
able methods for assessing tangible personal property. 


Tax practitioners, normally immersed 
in the complications of the income - 
estate - gift tax complex, must on occa- 
sion advise clients about property tax 
compliance. As citizens sophisticated 
in tax matters, they will periodically be 
concerned with the present fiscal role 
and possible future modification of this 
revenue source. This article deals with 
ad valorem taxation of personal proper- 
ly; primary attention will be devoted to 
the taxation of tangible personal prop- 
erty used in business. No attention is 
given herein to the taxation of real 
property. 





ArtHuR D. Lynn, Jr. is Associate Pro- 
fessor of Economics at The Ohio State 
University, Columbus, Ohio. Professor 
Lynn is a member of the Ohio Bar, the 
Ohio State and American Bar Associa- 
tions, the American Economic Associa- 
tion, the National Tax Association and 
the Tax Institute. He was Research 
Associate with the National Tax Asso- 
ciation Committee on Personal Property 
Taxation in 1952-53 and is currently a 
member of the Committee on State and 
Local Taxes, Section of Taxation, Amer- 
ican Bar Association. 
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Historical Development 

Property taxes are apparently almost 
as old as the institution of private prop- 
erty. They have been an important 
revenue source for local and/or state 
governments since colonial days. A 
quick look at some present personal 
property tax “systems,” to use the word 
loosely, might lead the observer to the 
hypothesis that this tax was designed 
by a zealous but inexpert committee 
eager to complete its task and disperse 
for a long weekend. Such, of course. 
is not the case. Existing property tax 
patterns are the product of fiscal evolu- 
tion which seems to move at a truly 
glacial rate. They can be explained best 
in historical terms. 

Property taxes in the United Siates 
often began as selective levies. They 
gradually developed into uniform ad 
valorem taxes on all property, real or 
personal, that was not specifically ex- 
empted from taxation. The resultant 
so-called general property tax was the 
characteristic and most significant nine- 
teenth century development in state and 
local taxation in the United States. The 
theory of the tax was simple. It was 
that the value of property owned, re- 
gardless of kind, character or legal 
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Personal Property Taxation 


classification, was an adequate index of 
taxable capacity. This premise served 
passably, if not well, during much of the 
nineteenth century. As property inter- 
ests became more complex with the de- 
velopment of an industrial economy, the 
old general property tax system was 
modified in state after state. Existing 
diversity in property tax patterns, par- 
ticularly personal property, is the result 
of differential responses to the inade- 
quacies of the old general property tax 
system. Since 1900 and more particu- 
larly since 1930, these responses have 
included: (1) exemption of personalty 
or particular categories of personalty, 
(2) classification of property for tax 
purposes, (3) lieu 
taxes, (1) supplementation of property 
tax revenues by other forms of taxation 
at either the state or local level, (5) new 
patterns involving either increased state 
administrative responsibility or addi- 
tional state supervision of local prop- 
erty tax administration, and (6) in- 
creased state aid to local governments. 
Changes in personal property taxation 
developed within this modified tax struc- 
ture. 


substitution of in 


What is Personal Property ? 


During the dominance of general 


property taxation, legal distinctions 
between realty and personalty were 


simply immaterial. The same legal tax 
rules applied to both property categories. 
Even if administrative emphasis differ- 
entiated the two, this fact was only in- 
frequently accorded legal recognition. 
As soon as personal property, particu- 
larly tangible personalty, was granted 
differential tax status either as 
of exemption or by classification of prop- 
erty for tax purposes, the matter of 
definition became significant. It may 
be noted that the determination of what 
is realty and what is personalty is by 
no means entirely uniform in the several 


a result 
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states. For instance, this matter has 
been the subject of considerable past 
litigation in Ohio.! The matter is now 
fairly well settled. However, the ques- 
tion of the effect of anomalies in the di- 
vision between realty and personalty is 
one that should be considered by the 
property tax advisor. Tracing this di- 
vision, jurisdiction by jurisdiction, is 
beyond the scope of this article. 


Present Personal Property Tax Diversity 


Existing personal property tax pat- 
terns are quite diverse. All states except 
Delaware, New York, and Pennsylvania 
tax at least some tangible personal prop- 
erty. In addition, some 34 states tax at 
least some intangible personalty. De- 
scriptive generalization is difficult and 
less than perfectly accurate. However, 
at least five alternative personal prop- 
erty tax patterns are apparent. First, a 
few states adhere to the old general 
property tax. Such jurisdictions con- 
tinue legal uniformity rules requiring 
undifferentiated all-inclusive taxation of 
personalty. When this is the case, ex- 
tralegal administrative variation is not 
infrequent. Second, a few jurisdictions 
including New York exempt both tangi- 
ble and intangible personal property 
from ad valorem taxation. In this case, 
the old general property tax is recast 
as a tax on realty only. However, given 
some breadth in the tax definition of 
real estate, the resultant tax may be 
more inclusive than one would initially 
suppose. Third, some states, for ex- 
ample Wisconsin and New Jersey, ex- 
empt intangible personalty but continue 
to tax tangible personal property under 
essentially the same legal rules that ap- 
ply to real estate. At the time of this 
writing, this pattern has given rise to 
considerable debate in New Jersey.* 
Fourth, an alternative pattern includes 
special low rate taxation of intangibles 
while tangibles are subject to real estate 
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tax uniformity requirements. Fifth, yet 
other states, including Kentucky, Minne- 
sota, Montana, Ohio, Virginia and West 
Virginia, have adopted comprehensive 
classification systems for ad valorem tax 
purposes. Therein, a number of classes 
of personalty, both tangible and _ in- 
tangible, are distinguished and granted 
alternative tax treatment. 

If the above classification of existing 
personal property tax patterns seems 
either prolix or complex, it should be 
noted that it constitutes a mere generali- 
zation. There are 48 sets of property 
tax laws with numerous minor as well 
as major variations. Also, within any 
given state, there may be, and ordinarily 
is, some extralegal administrative varia- 
tion particularly at the local government 
level. This frequently can only be as- 
certained by observation of local fiscal 
habits and administrative practices. This 
situation often does not realize the 
certainty that Adam Smith posited long 
ago as a desirable canon of taxation; 
nor does it achieve that predictability 
which is a desirable legal norm. How- 
ever, shotgun criticism of property taxa- 
tion is neither new nor novel. It can 
ignore neither the present essentiality 
of the tax to local government nor the 
limited progress made as a result of 
property classification and administra- 
tive improvement. The balance of this 
article will consider more concrete prob- 
lems of personal property taxation. 


Personal Property Tax Problems 


Most practical personal property (par- 
ticularly tangible personal property) tax 
problems arise in the form of one or 
another of several basic questions. These 
include: (1) What property is subject 
to taxation in a given jurisdiction? (2) 
To what extent does a levying state or 
local government have jurisdiction in a 
particular instance? (3) What is the 
legal basis for assessment of taxable 
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personalty? (4) What is the actual ad- 
ministrative practice with respect to the 
listing and assessment of apparently tax- 
able personalty? (5) What are the pos- 
sibilities for relief individually or as a 
result of changes in tax policy? Once 
these questions are resolved, the re- 
mainder of the property tax compliance 
job seems important but pedestrian. 
Basic questions about the time of ac- 
crual of tax liability and the manner 
and method of payment are best an- 
swered by reference to relevant statu- 
tory materials or tax services for any 
given jurisdiction. 


Jurisdiction and Exemption 


Brief commentary can hardly explore 
the varying legal rules about jurisdic- 
tion to tax personalty ad valorem; nor 
would such intricacy give material aid 
to the tax accountant. The older rule 
was simply that tangible personalty was 
taxable at the domicile of the owner. 
As industrial property patterns have 
become more complex, some jurisdic- 
tions have supplemented the older ap- 
proach with the rule that property which 
has acquired a business situs within the 
taxing jurisdiction is taxable therein. 
So the wag may say, “Death and Taxes 
are certain but what of Situs?” Double 
taxation based on combinations of dom- 
iciliary and situs claims to jurisdiction 
does occur. 

Similarly, the exact boundary lines 
of exemptions are a perennial problem. 
The usual property tax exemption of 
property used for religious, educational, 
or charitable purposes presents occa- 
sional problems even to the business tax- 
payer. More relevant, however, are the 
variable limits of exemptions applicable 
to goods in transit, goods in storage 
owned by a non-resident, and goods in 
storage for out-of-state shipment. Care- 
ful analysis of exemptions applicable to 
such situations may lead to the discovery 
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of relevant tax minimization possibil- 


ities. 


Assessment—Legal Standards 


While the ideas noted above could be 
developed at length, they are most ef- 
fectively ascertained in relation to a 
specific problem or procedure. On the 
other hand, no discussion of ad valorem 
taxation, however circumscribed, would 
be complete without consideration of 
the assessment problem. So much has 
been said on this score during the last 
century that it would be difficult to add 
anything fundamentally new to the ac- 
cumulated assessment archives. Accord- 
ingly, the following comments will no- 
tice the problem, comment on two op- 
posite approaches evident in recent ju- 
dicial and make one basic 
suggestion about assessment standards. 


decisions, 


Dissatisfaction with the valuation of 
property including personal property 
for ad valorem tax purposes is peren- 
nial. The situation giving rise to such 
dissatisfaction appears to stem from: 
(1) imperfectly or inadequately stated 
legal assessment standards, (2) ineffec- 
tive organization for performance of 
the assessment function, (3) poor as- 
sessment performance, and (4) public 
apathy or preference for the tax status 
quo despite its various drawbacks. 


Considering these points in the order 
stated, it is well known that the usual 
assessment standard provided by law 
for property tax purposes directs that 
taxable property be valued at its “fair 
value,” “full value,” “true value,” or 
some similar general statement. Such 
standards are imprecise; the touchstone 
is ephemeral. No effective guidance is 
given the assessor by such standards; 
he is left to use his own judgment limited 
by the varying force of judicial review 
and political reality. Yet, except in fis- 
cal emergencies, little interest develops 
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about the problem of finding and stat- 
ing effective assessment standards. 

Likewise, it is obvious that assessment 
units and patterns developed in response 
to the fiscal needs of an eighteenth or 
nineteenth century agricultural economy 
are unlikely to be well designed for 
present administrative purposes. Ade- 
quately sized assessment districts, large 
enough to support trained, competent 
staff personnel, seem a sine qua non to 
effective performance of the assessment 
function. 

Poor assessment performance, the 
third point noted above, naturally de- 
rives from the absence of assessment 
standards and a poor organizational 
basis for doing the job. If there is ever 
surprise about the state of property tax 
assessments, it should usually be based 
on amazement that the job is as well 
done as it is under the circumstances. 
It is small wonder that underassessment 
and/or unequal assessment has often 
come to be the rule rather than the ex- 
ception. 

Toleration of the property tax status 
quo appears to be a function of public 
apathy. However, correcting errors 
also will tend to change any existing 
distribution of tax burdens to the dis- 
advantage of someone. This probability. 
coupled with uncertainty about just 
what changes might actually happen, 
naturally may lead to support for any 
existing tax pattern on essentially self- 
interest grounds. 


Administrative Practice—Negotiation 


Within the situation above described, 
assessment may be a matter of nego- 
tiation rather than the uniform applica- 
tion of effective fiscal rules to factual 
situations. The beneficiary of tax nego- 
tiation seldom complains. The less for- 
tunate taxpayer’s complaints are re- 
flected in the legal reports. Examination 
of a small collection of cases in states, 


353 








The New York Certified Public Accountant 


relatively near to New York, in which 
tangible personalty is taxable ad 
valorem, will give striking evidence of 
the currency of the problems already 
generally discussed herein. 

Ingraham Company v. Bristol, 144 
Conn. 374, 132 A2d 563 (1957), is 
illustrative. The court found that the 
city assessor of Bristol, Connecticut, 
had assessed real estate at fifty per cent 
of market value and had assessed taxable 
tangible personalty, with the exception 
of automobiles, at ninety per cent of 
market value. In its opinion, the court 
noted: “The assessing of property at a 
fraction of its actual value undoubtedly 
is so widespread that most, if not all, 
of the municipalities in the state pursue 
the practice. This rule of assessment 
has been tolerated for so long a time 
that it has acquired the respectability of 
assumed legality. The practice, how- 
ever, is clearly improper.” (132 A2d 
563 at 565.) The court denied the tax- 
payer relief and refused to reduce the 
assessment on the theory that this would 
violate the relevant Connecticut full 
value statute. While this decision failed 
to provide the taxpayer immediate re- 
lief, it did, in effect, declare that the 
existing complex of assessment prac- 
tices were unlawful where the result was 
less than full value assessment. 

This decision represents one of two 
alternative judicial approaches to the 
harsh realities of property tax assess- 
ment practices. The literal concept of 
the law—full value—is applied. Sub- 
sequent to the decision in the Bristol 
case, the Connecticut legislature enacted 
a stop-gap law which authorizes assess- 
ment of real and personal property at 
any percentage of full value not exceed- 
ing one-hundred per cent provided that 
realty and personalty are accorded uni- 
form treatment. (See P. Act. 673, Conn. 
1957.) It would seem probable that 
strict compliance with the new law would 
be an administrative problem. 
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By way of contrast, in Sears Roebuck 
& Company v. State Tax Commission 
of Maryland, 214 Md. 550, 136 A2d 
567 (1957), noted 18 Md. L. Rev. 66 
(1958), the court granted assessment 
relief. In this case, the assessor had 
valued retailer’s stock in trade at “full 
cash value” by determining its “fair 
average value” for the twelve months 
preceding tax listing day. This was pre- 
sumably in accord with the relevant and 
applicable Maryland statutes. However, 
in the assessment of realty, a deduction 
from the valuation was made of amounts 
which resulted from inflationary influ- 
ences. This was not done in the case of 
retailer’s inventory. The failure to do 
so was considered a violation of basic 
property tax uniformity requirements 
by the Maryland court. 

This pair of cases illustrates the ju- 
dicial aspect of the property tax assess- 
ment problem. There is, in such cases, 
an inevitable conflict between uniform- 
ity objectives and requirements on the 
one hand and basic notions of fairness 
and equity on the other. (The inter- 
ested reader might examine Sioux City 
Bridge Company v. Dakota County, 260 
U. S. 441, ISTC Par. 440 (’23).) Hard 
cases make bad law and the ultimate 
resolution of the problem would seem 
to be a legislative rather than a judicial 
problem. Legislative adoption of as- 
sessment standards would seem the best 
way to introduce assessment certainty 
and objectivity where ad valorem per- 
sonal property tax is retained as a mat- 
ter of fiscal expediency. The matter 
of assessment standards will be the next 
subject considered herein. 


Assessment Standards 

Legal assessment standards often have 
given a superficial appearance of pre- 
cision to property taxation. Adminis- 
trative practice usually has been variable 


and uncertain. At times, assessment has 
been little more than a farce. Judicial 
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Personal Property Taxation 


review has either granted relief to in- 
dividual taxpayers by reducing assess- 
ments or has opted for full value assess- 
ment. Switz v. Middletown 
Township, 23 N. J. 580 (1957).) Neither 
approach grapples effectively with the 
how to 


(See, €.¢., 


administrative problem of 
achieve both assessment uniformity and 
rapid, economical appraisal. 

There are two basic approaches to ef- 
fective assessment. One is technical ap- 
praisal where property is valued item by 
item. While this approach affords the 
closest approximation of the legal full 
value assessment standard, it is usually 
too slow and too costly. A second as- 
sessment technique the 
application of standardized valuation 
methods to existing business records. 
This 
rapid, and secures approximate uni- 
formity. In the writer’s opinion, much 
of the existing personal property tax 
problem could be quickly solved by: (1) 
exempting such personalty as is never 
soing to be effectively taxed, and (2) 
prescribing a definite value standard for 
the assessment of the taxable residue. 
These two potential policies will now be 


consists. of 


second method is economical, 


considered. 


Exemption of Specific Categories of 

Tangible Personalty 

Experience seems to demonstrate that 
tangible personal property not used in 
business or agriculture is seldom taxed 
effectively. While there is no theoretical 
reason why it could not be effectively 
taxed, the actual fact is that it is not so 
taxed. Accordingly, such property, par- 
ticularly household goods, might as well 
be exempted in law as well as in prac- 
tice. This appears to be the trend. 

A more difficult question arises with 
respect to ad valorem taxation of tangi- 
ble personal property used in business. 
In 1953, the National Tax Association 
Committee on Personal Property Taxa- 
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tion® included the following carefully 
considered statement in its final report: 


To the extent that substitute taxes on 
business can be adopted, ad valorem taxa- 
tion of tangible personal property used in 


business should be eliminated or at least 
reduced. (Proc. Nat’l. Tax Ass’n., 1953, p. 
406.) 


While the suggested exemption of 
business personalty has appeal, harsh 
fiscal realities and inertia tend to over- 
balance the logical persuasiveness of ex- 
emption proposals. The revenue loss 
from complete exemption or the shock 
of adoption of substitute revenue sources 
is too great to permit easy adoption of a 
complete exemption policy. 
Ninth Report of the [New Jersey] Com- 
mission on State Tax Policy, (1958) 
pp. 109-114, esp. 112.) 

Accordingly, the question arises as to 
what categories of business personalty 
might appropriately be exempted. Both 
the National Tax Association Personal 
Property Tax Committee and the New 
Jersey Commission on State Tax Policy 
have suggested exempting inventories 
(current assets) while leaving machinery 
and equipment (depreciable assets) tax- 
able. (See, e.g., Proc. Nat'l. Tax Ass’n., 
1953, pp. 366-367.) There is, I think, 
considerable merit in this suggestion. 
The worst elements of the problem or 
the entire personal property tax prob- 
lem could be solved by exemption; how- 
ever, as long as revenue needs are great 
and adoption of in-lieu taxes contro- 
versial, it would seem probable that 
some tangible personal property will re- 
main taxable ad valorem. 


(See, e.g., 


Conclusion 


Where this is the case, a substantial 
tax problem will continue to exist as 
long as specific assessment standards 
are not prescribed. Space will not per- 
mit a lengthy analysis of this problem. 
It is reasonably clear that no simple, 
quick, and, at the same time, economical 
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short cut to market value is to be found; 
however, adequately workable substitute 
methods for assessing tangible personal 
property are available. Ohio Revised 
Code, Section 5711.18 (in part) pro- 
vides an example, as follows: 

In the case of personal property used in 
business, the book value thereof less book 
depreciation at such time shall be listed, 
and such depreciated book value shall be 
taken as the true value of such property, 
unless the assessor finds that such depre- 
ciated book value is greater or less than the 
true value of such property in money. 

It will be noted that this section pro- 
vides a prima-facie value standard but 
that it also safeguards the procedural 
rights of both the taxpayer and the tax 
administrator. Few would assert that 
the depreciated book value standard for 
the assessment of taxable tangible per- 
sonalty is perfect. The Ohio experience 
does suggest that it provides a workable 
solution to the assessment problem for 
this type of property. Accordingly, 
when some or all tangible personalty is 
to be taxed ad valorem, the depreciated 
book value standard can be recom- 
mended to those jurisdictions presently 
without explicit legal assessment stand- 
ards other than statutory full value state- 
ments. 

Two years ago Mr. George W. Mit- 
chell of the Federal Reserve Bank of 
Chicago, speaking at the annual confer- 
ence of the National Tax Association, 


predicted that twenty years hence the 
property tax will be much less impor- 
tant. He stated, “The property tax will 
by then have become an all-but-forgotten 
relic of an earlier fiscal age.” (Proc. 
Nat'l. Tax Ass’n., 1956, p. 494.) On 
occasion, the tax adviser may wish that 
Mr. Mitchell’s prediction were true 
already. However that may be, in the 
interim until the personal property tax 
fades away, the accountant would seem 
well advised to support the development 
and adoption of rational, known, and 
rather mechanical assessment standards. 
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Supervision and Management Services 


Adequate supervision is one of our most important auditing stand- 
ards. It calls for the one who supervises to have adequate technical 
training and proficiency, and requires that the accountant not attempt to 
perform services outside his competence. While standards comparable 
to auditing standards have not been prepared with respect to management 
services, unquestionably such standards will be prepared in due time. It 
seems certain that the standard of adequate supervision will not be omitted 


from them. 


James E. HamMonp, “The CPA in the Field of 
Management Services,” THe CAtirornta CPA, February 1959 
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Society Release 


Dedication of Haskins Memorial Room 


Resolution of Dedication 


Wuereas, Charles Waldo Haskins was 
appointed a member of the first State 
Board of Certified Public Account- 
ant Examiners and at the Board’s 
first meeting was named President, a 
position he retained until his death, 
and thus became one of the founders 
of the profession in the State of New 


York, and 


Wuereas, Charles Waldo Haskins, real- 
izing that any profession must be 
organized and self-regulating to fur- 
ther its aims and aspirations, was 
instrumental in founding The New 
York State Society of Certified Pub- 
lic Accountants and became its first 
President, and 


Wuereas, Charles Waldo Haskins, rec- 
ognizing the profession’s need for 
formal preparatory education, 
ferred with the Trustees of New York 
University and finally achieved the 
establishment on October 2, 1900, of 
its School of Commerce, Accounts 
and Finance, of which he was named 
Dean and Professor of the History of 
Accountancy, and 


con- 


Wuereas, the Board of Directors of 
The New York State Society of Certi- 
fied Public Accountants, after full 
deliberation, in acknowledgment of 
the debt owed to Charles Waldo Has- 
kins for his contribution to the pro- 
fession in securing legal recognition 
and regulation, in establishing self- 
imposed disciplines, in providing 
suitable preparatory education, and 
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for his constant inspiration and con- 
tinuing influence, it was 


Reso_vep: That the Board of Directors 
formally authorize the dedication of 
the meeting rooms of the Society as 
the Haskins Room in perpetual mem- 
ory of the man to whom so much is 
owed, and 


Be Ir FurtHer Resotvep: That a 
copy of this resolution, suitably en- 
grossed, be presented to the Haskins 
and Sells Foundation in honored 
memory of Charles Waldo Haskins 
and in grateful commemoration of 
this occasion. 

In Witness WHEREOF we hereunto sub- 
scribed our names and affixed the seal 
of The New York State Society of 
Certified Public Accountants. 


Howarp A. WITHEY 
President 


Epwarp L. LAwson 
Secretary 


April 15, 1959 


Charles Waldo Haskins 
BIOGRAPHICAL SKETCH 


CuarLEs WaLpo Haskins was born 
January 11, 1852 in Brooklyn, New 
York. Graduated at 15 from Polytechnic 
Institute of Brooklyn. Predictions were 
for a future in civil engineering, his 
parents’ choice of profession for him, 
but this became less alluring as he con- 
sidered it. 
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He secured a position in the account- 
ing department of the old and highly 
reputed importing house of Frederick 
Butterfield & Company, New York City. 
There he served five years, which was 
his apprenticeship in accounting. 

To determine for himself what he 
wanted to do, he then went abroad. 
He spent two years in Paris studying 
art, for which he had both taste and 
talent, and made a tour of Europe. 


He returned to New York and entered 
Wall Street, forming a temporary con- 
nection with his father’s banking and 
brokerage firm. In his earlier business 
experience he had seen the relationship 
of accountancy to foreign trade and all 
its multiform phases and _ problems. 
Now, in Wall Street the figures were 
connected with finance and the rise and 
iall of stocks. He was soon to see the 
spell that figures exercised in relation to 
railroad construction, transportation ac- 
tivities and business enterprises, with 
their multiplicity of details, all finally 
expressed in a series of figures. 

Accountancy was in its infancy in 
ihe United States. It required a man of 
vision to see what it might become. Mr. 
Haskins had this vision. With the imagi- 
nation of a poet and the intuition of a 
prophet, he realized what accountancy 
could become, and he determined to do 
his part toward vitalizing it to the ful- 
fillment of its destiny. 


A red-letter day in his life was that 
day in 1886 when he opened an office of 
his own in New York City and entered 
the profession of public accountancy. 
In the several years following, he also 
held numerous important executive po- 
sitions. He served as secretary of the 
Manhattan Trust Company and of the 
Old Dominion Construction Company, 
as comptroller of the Ocean Steamship 
Company, of the Chesapeake and West- 
ern Railroad, and as receiver of the 
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Augusta Mining and Investment Com. 
pany. 

In 1893, Charles Waldo Haskins and 
Elijah Watt Sells met in Washington. 
Two men of strong individuality and of 
differing characteristics, previously un. 
aware even of the existence of the other, 
met almost by chance and formed a life. 
long friendship and rare kind of mutu- 
ally motivated partnership. 

With a third expert, these two men 
had been selected to assist the “Dockery 
Commission” which was created in 1893 
by Congress and authorized to investi- 
gate the status of laws organizing the 
Executive Departments, to examine the 
operation of employes and methods and 
to recommend improvements. The work 
required not only accounting ability and 
business knowledge and experience in 
relation to the conduct of great corpo- 
rations—for they were investigating the 
accounting system of the United States 
Government—but also keen analysis, 
clear judgment, and infinite tact and 
wisdom in the handling of men and 
measures, 

Investigations had been many, had 
come and gone with no results, and were 
considered expensive but harmless. One 
Senator expressed the general view: 
“Oh, it’s all right; it amuses Dockery 
and doesn’t do any harm.” 

The atmosphere soon changed. The 
Joint Commission proved itself a real 
force. The recommendations of the ex- 
perts were so clear, final, and self-evident 
in their business common sense that one 
bill after another reported by the Com- 
mission to Congress went through, or 
became in force by regulations or orders. 
Many reforms were put into effect in all 
departments, especially in the Treasury, 
Post Office and the Interior Depart- 
ments, at savings of several hundred 
thousand dollars annually. 

During the closing weeks of their 
work on behalf of the Commission, Mr. 
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Dedication of Haskins Memorial Room 


Haskins and Mr. Sells discussed their 
future plans, and on March 4, 1895, they 
opened an office at No. 2 Nassau Street. 
New York, under the firm name of 
Haskins & Sells. 

Mr. Haskins was one of the leaders in 
the profession of accountancy who were 
responsible for securing the passage in 
New York in 1896 of legislation regu- 
lating the profession of public account- 
ants, providing for a class of public ex- 
pert accountants to be known as “certi- 
fied public accountants” with exclusive 
right to use the three letters “€:EAs 
and authorizing the Regents of the Uni- 
versity to establish examinations and 
issue certificates. 

Mr. Haskins’ partner, Elijah Watt 
Sells, was convinced that Mr. Haskins 
should continue his work for the 
strengthening of the young profession 
and believed that Mr. Haskins should 
be on the new Board of Examiners. He 
set in action a plan which resulted in 
the Regents being confronted with an 
overwhelming stack of telegrams, en- 
dorsements of Mr. Haskins from the 
most influential men in New York. Mr. 
Haskins was unanimously elected by the 
Regents. At the first meeting of the 
Examiners, Mr. Haskins was made presi- 
dent, a position he retained until his 
death. 

In the spring of 1897, he helped to 
organize the New York State Society of 
Certified Public Accountants and became 
its first president. 

There was a recognized need for a 
school of accountancy. At a Society 
meeting in November 1899, President 
Haskins was requested to confer with 
the Trustees of New York University 
for the purpose of arranging for a 
class for technical study in accountancy 
and related subjects. After much strug- 
gle the matter received consideration 
and finally resulted in the foundation of 
the New York University School of 


1959 


Commerce, Accounts, and Finance. To 
Mr. Haskins, more than to any other 
one man, is due the credit for carrying 
it through. 

On Tuesday, October 2, 1900, the new 
school began its pioneer work in the 
University building in Washington 
Square, New York. A number of ex- 
cellent speeches were delivered by Chan- 
cellor MacCracken, Colonel Sprague, and 
cther members of the faculty. Then the 
first Dean of the School, Mr. Haskins, 
gave his first lecture as Professor of the 
History of Accountancy. There were 
about fifty matriculants in attendance at 
this opening session. 

Soon after this the University con- 
ferred on him the degree of Master of 
Arts. The Chancellor told him that, be- 
cause his relation to the school had to 
do with business and not with the recog- 
nized sciences, his acknowledgment of 
the degree in English would be accept- 
able. However, Mr. Haskins preferred 
to conform to the tradition of the Uni- 
versity and gracefully acknowledged the 
honor in Latin. 

He was deeply interested in the his- 
tory of accounting, tracing it back al- 
most to primitive man. From the notched 
stick, the knotted string, or the scratched 
piece of clay to the elaborate modern 
systems of accounts is a wondrous pro- 
cess of evolution. The subject was never 
a dry one to Mr. Haskins or to those 
who heard his lectures, addresses and 
informal talks. He loved the subject and 
planned to write an elaborate History of 
Accountancy. 

Mr. Haskins has been described as 
“of stalwart physique, vital, pulsing with 
health and good spirits, kindly, cordial 
and hearty in manner, magnetic in per- 
sonality, making friends readily and 
holding them strongly, as was attested 
by the popularity he won in the twenty 
or more clubs, societies and associations 
of which he was a member.” 
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His firm has moved steadily forward, 
the School of Commerce has flourished 
beyond any dream of his, and the State 
Society has increased in size and stature. 
No man who does real work for the 
world ever sees the full fruitage of his 
efforts. He does not realize the seeding 
of purpose, initiative, influence, and 
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inspiration that mean constant new har- 
vests after he is no longer present to see 
and to know. 


On January 9, 1903, Mr. Haskins’ 
death followed a short sudden illness, 
He was buried on January 11, his fifty. 
first birthday anniversary. 


Public Relations and the Accounting Profession 


Public relations for chartered accountants is no more or less than 


trying to improve relations with associates, employees, clients, prospective 


students and their families, educational and government authorities, and 


the general public. It must work inside as well as out. Like charity, it 


begins at home. This means that, aside from and before any planned 


program at the national or provincial levels, every member of the profession 


should recognize his function as a public relations agent and consciously 


practice the art. 


Many chartered accountants shy away from personal public relations, 


thinking perhaps that it involves a display of extroversion which would 


be better left to someone else. Perhaps they do not understand its im- 


portance or modestly consider they do not aspire to great personal prestige. 


A chartered accountant tends, by nature, to be modest and conservative. 


He may dislike having to talk about himself and does not fully appreciate 


the significance of his service or achievements. No one can build good 


public relations without having confidence in his “product” in the first 


place, and the chartered accountant should begin by realizing the import- 


ance of his professional work not only to his client but to the community 


and to the nation. The accounting profession has played a vital role in 


the development of the national economy and the business welfare of Main 


Street. No one would dispute that modern business and government, with 


their complexities, could not function without the contribution made by 


the chartered accountant. 


In his modesty, he has also been unduly reticent in expressing himself 


privately or publicly on general business affairs. Yet, by his training, 


broad experience and familiarity with the ramifications of all kinds of 


business, he is well qualified to comment. Were he to recognize more fully 


his qualifications, shed some of his reticence of self-expression, and identify 


himself more closely with the profession, he would command a greater 


respect for himself and for the profession of which he is a member. 


Epiroriat, “Public Relations and the Accounting Profession,” 


Tue CANADIAN CHARTERED ACCOUNTANT, March 1959 
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Punched Tape Data Processing 


for Smaller Business 


By DonaLp A. ScHwartz, CPA 


New developments in the use of punched tape together with new techniques 
in the operation of tabulating service bureaus have opened the door to 
low-cost electronic data processing for smaller business. 


While large corporations make use of 
new “electronic brains” to reduce cleri- 
cal cost and increase operating  efli- 
ciency, the smaller company is unable 
to take advantage of such equipment 
because of its prohibitive cost. Yet the 
need for reducing overhead and improv- 
ing customer service is as vital to the 
smaller concern as to the large one. 
What then can smaller companies look 
forward to in the way of a solution to 
their automation needs. 

One answer to this need lies in a new 
mode of data processing which has made 
months: the 


an appearance in recent 





Donatp A. ScHwartz, CPA and mem- 
ber of the New York State Society of 
CPAs, is a partner in the firm of Greene 
and Schwartz, Certified Public Account- 
ants, Syracuse, New York. An associate 
member of the National Machine Ac- 
countants Association, he has lectured 
and written extensively on the subject 
of punched tape accounting. 
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processing of punched paper tape by 
tabulating service bureaus. 


The Use of Punched Tape by 

Smaller Business 

The application of punched tape to 
smaller business is based on the follow- 
ing premises: 


1. The installation of computing or 
tabulating machines is not justified 


where the volume of transactions is too 
small to fully utilize machine capacity. 

2. In order to get the benefit from 
the more efficient and fully automatic 
business machines, such as punched card 
equipment and commercial computers, 
the smaller company must join with 
others in pooling the use of these ma- 
chines, that is, on a service bureau 
basis. 

3. However, in order for this pooling 
to take place, there must be a convenient 
and economical way in which the in- 
formation to be processed can be sent 
to the tabulating center and fed into the 
processing equipment automatically. 
Manual card punching and verification 
by service bureaus are too expensive. 
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4. The answer to this transmission 
problem is punched paper tape. 


Punched paper tape has been used in 
the field of communications for many 
years. Its use as a data processing 
medium has been limited by (a) prob- 
lems in connection with the machine 
which punches the tape (the input prob- 
lem), and (b) the difficulty of finding 
service bureaus which have the ability 
to process the tape (the processing prob- 
lem). Now it appears that the solution 
to both of these problems is at hand. 


Solution to the Input Problem 


Almost every sort of office equipment 
is now capable of being wired to a 
punching mechanism so that punched 
tape is automatically produced as the 
operator strikes the keys of the ma- 
chine. A list of such office equipment 
would include typewriters, adding ma- 
chines, comptometers, calculators, and 
bookkeeping machines. In the case of 
the more complex equipment a number 
of difficulties are encountered, such as 
the training of proficient operators, the 
difficulty of locating and correcting 
errors which have been punched into 
the tape, the additional cost of the 
punching mechanism, and the program- 
ming of the machine. And while the 
cost of tape input equipment is a great 
deal less than the cost of processing 
equipment, it is enough of a factor to 
make necessary the full-time use of the 
machine. In the case of smaller com- 
panies this means that the machines 
must be capable of performing several 
different jobs because no one job would 
use up the available time. In this re- 
gard, the more automated and complex 
machines are at a disadvantage since 
they are generally designed to perform 
one job, such as billing, posting or 
typing. 
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The Tape Adding Machine 

The one type of input device which, 
for the most part, does not encounter 
these difficulties is the tape adding ma- 
chine. This machine, as its name im- 
plies, is simply an ordinary adding ma- 
chine to which has been added a tape 
punching mechanism. However, its pri- 
mary function is not to add anything, 
but rather to enter numerical informa- 
tion into tape for further processing by 
tabulating machines. By the use of the 
non-add key, descriptive information 
such as invoice number, date, account 
number, etc., as well as dollar amounts 
can be entered into the tape. If the 
number of digits in the descriptive codes 
exceeds the capacity of the keyboard, 
any number of additional descriptive 
entries can be made, each with the use 
of the non-add key. 

The secret of the success of the tape 
adding machine as an input device lies 
in the simplicity of its design. Because 
of its simplicity it requires very little 
skill to operate and a minimum of 
operator training. Also because of its 
simplicity there is a minimum of lost 
time due to breakdown (virtually none 
in our experience). Error correction 
generally requires no more than a sim- 
ple reversing entry, similar to the cor- 
rection of an adding machine tape. It 
can be manufactured at a cost which is 
substantially less than that of other 
input devices, and yet its product is 
more accurate and its function a great 
deal more flexible than that of the more 
automated tape input machines. 

While there are now some six or 
seven manufacturers producing tape 
adding machines, a number of these 
have not yet been placed on the market. 
However, three makes of machines 
which have been in regular use for sev- 
eral years were tested by this writer 
and are described in the table on page 
363. 
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As evidence of the variety of jobs 
which the tape adding machine can per- 
form, this equipment is currently being 
used to produce sales analysis and 
other statistical reports, cost and pro- 
duction control, labor distribution, per- 
petual inventory, maintenance and aging 
of accounts receivable, complete general 
ledger bookkeeping, comparative finan- 
cial statements, and income tax returns. 
A small company possessing just one of 
these machines can perform one or all 
of the above functions on the same tape 
adding machine, changing jobs at will 
without change of wiring, program bars, 
or the like. 

While addition and subtraction are 
not the primary functions of the tape 
adding machine, its ability to provide 
subtotals and one, or in some cases two, 
grand totals is of major importance in 
controlling the accuracy of the tape. 


The importance of controlling accuracy 
in any data processing system cannot 
be overemphasized. Those errors made 
by the operator which are not located 
and corrected prior to the processing 
stage are compounded by the high speed 
of the processing equipment, at which 
point discrepancies become extremely 
costly to locate and very difficult to 
correct. The simplicity of the tape add- 
ing machine operation minimizes op- 
erator-error; and since the machine 
provides a visual adding machine tape 
together with control totals, the tape is 
virtually never out of balance. As an 
example of this, a general ledger posted 
on a tape adding machine can never 
fail to balance, because at the end of 
the run, a balance other than zero ap- 
pearing in the adding machine register 
is an immediate indication of an im- 


proper posting. Similarly, if the ma- 





TAPE ADDING MACHINES TESTED 


FRIDEN, INC. 


Keyboard type 


Number of totaling registers...... one 


Safety mechanism <4. 6:5< 66 sescicess 


Reliability of punching mechanism 
} I ~ 


Technical training required to op- 


WPAN © 5:60: 5-4:0.0:0 eile 4 deer siereiw wieie'aiers none 
Ability of non-technician to vary size 

MEMIOUE cisicy cere caverevcleterciecislobecutelors yes 
Ability to suppress insignificant 

MORIN 6s !aia: Mela salaiay Wisi in win ereisoi yes 
Equipped with tape rewind ....... yes 


Location of punch mechanism...... 


Price range excluding 6% federal 
9 


BNOIBE CAN 025: crciaccereloicieiaiassiecarernss-o:* $2,26 


Approximate monthly payment under 
SCE SSCE TAY) Ec ROR ie aie 


Over-all suitability for operation with 
service bureau 
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ten key 


parity check 


excellent 


self-contained 


$100 


excellent 


MONROE 
CALCULATING 
MACHINE Co. 


NATIONAL CASH 
REGISTER CO. 
full bank full bank 


one one or two 


parity check 
answer-back 


none 


circuitry 
excellent excellent 
none none 
no yes, if so equipped 
yes yes 
yes no 


separate box self-contained 


$1,800 to $2,400 $1,500 to $1,800 


$75 - $100 $50 - $75 


excellent excellent 
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chine is being used to distribute a series 
of transactions where a continuous bal- 
ance has been maintained, such as in 
the case of a checkbook. the ability to 
take a subtotal at any stage permits the 
operator to detect and correct errors 
easily. If the tape is error-free when it 
is sent to the service bureau, then the 
processing cost is much less than pro- 
cessing by manual punching and verifi- 
cation. 

These many features of the tape add- 
ing machine make it one of the most 
practical and versatile input devices yet 
devised. and a most important factor 
in the development of data processing 
for the smaller business. It may well 
be the forerunner of a machine which 
does away with manual bookkeeping, 
much as the typewriter has done away 
with manual letter writing. 


An Illustration of a Tape Adding 

Machine Application 

One area in which many companies 
spend a great deal of clerical time is 
the analysis of sales into salesmen com- 
mission statements, sales tax and gross 
receipts tax reports, sales by department 
or product classification, sales by terri- 
tory and customer, and sales figures for 
renegotiation reports, royalty payments 
and many other purposes. Where the 
company does not produce its invoices 
on punched card equipment it can 
nevertheless derive these reports from 
punched card equipment operated by 
service bureaus. It may deliver a copy 
of the invoice to the bureau, in which 
case the bureau will manually punch 
the information into cards; or it may 
produce punched tape or punched cards 
on its own premises, which tape or 
cards can then be processed by the 
service bureau at much reduced cost. In 
the area of punched tape there are 
the alternatives of using either a billing 
machine which produces punched tape 
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as a by-product, or a tape adding ma- 
chine. If a tape adding machine is used 
the tape would be created in the fol- 
lowing manner: 

1. The invoice is typed in a normal 
manner, except that certain numerical 
codes would be assigned to salesmen, 
territory, product classification, etc., de- 
pending upon what sort of information 
or report is desired. In many instances 
it would be practicable to insert a cus- 
tomer number in order to maintain ac- 
counts receivable records on punched 
cards, or a preduct number in order to 
maintain perpetual inventory records. 

2. The invoice amounts are added 
in order to develop a proof total. 

3. The designating codes, together 
with the dollar amounts are then entered 
on the tape adding machine, using the 
non-add key for designating informa- 
tion, and the plus or minus key for 
dollar amounts. For example, if a sale 
of Product No. 111 is made in the 
amount of $100.00 by salesman No. 
22 to customer No. 3333, it might be 
entered on the adding machine as fol- 
lows: 7 

3333. 22 111 Non Add Key 
100.00 Plus Bar 


Fixed or semi-fixed information can be 
“locked” into the adding machine and 
unlocked by simply replacing it with a 
new designating code number. For 
example, if Products Nos. 444 and 555 
were also sold on the same invoice, 
only the new product numbers need be 
entered into the machine; the salesman 
number and the customer number are 
repeated automatically. If the tape ad- 
ding machine is equipped with two 
registers, then individual items on the 
invoice can be added to arrive at the in- 
voice total, while at the same time the 
invoice totals are being accumulated 
into a grand total. When this grand 
total is compared with the proof total 
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mentioned in step (2), there is virtu- 
ally no chance of the various reports 
and accounts receivable ledger being 
out of balance. Experience has shown 
that 150 invoices containing an average 
of 5 items each can be entered on a tape 
adding machine in an hour or less. This 
replaces the time of arranging the in- 
voices into proper order, adding each 
of the 
locating errors and reconciling totals 


various classifications desired, 


essing for Smaller Business 


that fail to balance, and typing the final 
reports and statements. 


1. The adding machine tape and 
punched tape are then placed into a 
manila envelope for mailing to the serv- 
ice bureau. Printed reports are returned 
by mail, in duplicate or triplicate if de- 
sired, within three to five days. Sample 
reports from entering sales invoice in- 
formation might appear as in the illus- 
tration below. 





ILLUSTRATIVE REPORTS BAS 


ED ON SALES INVOICE DATA 





Style Clothes, Inc. 
New York 3, N. Y. 


SALESMAN ACTIVITY—OCTOBER, 1959 





Territory: Upstate N. Y. 


Salesman: Jack Knox 








Pro- Current Month Year-to-Date 
duct ees —————_ Annual 
Customer Code Actual Forecast Actual Forecast Potential 
CHAPPELL C E 3 567 500 3489 3000 5000 
CHAPPELL C E 4 0 250 0 1000 4000 
CHAPPELL C E 7 1245 900 8473 7500 11000 
1812T 1650T 11962T 11500T 20000T 

DEY BROS & CO 3 735 800 5873 6000 10000 
ETC. 

COMMISSION STATEMENT—OCTOBER, 1959 








Jack Knox Current Month Year-to-Date 


FIVE PERCENT LINES 
CHAPPELL C E 1812 11962 
DEY BROS & CO 2652 15932 
EDWARDS E W 2219 16421 
6683T 44315T 
SEVEN PERCENT LINES 
E 793 2362 


CHAPPELL. € 
ETC. 











PRODUCT SALES REPORT—OCTOBER, 1959 
’ Current Month Year-to-Date 
Price —---——— —_—_—_——. ——_——________—_ 

Product Per Doz. Units Amount Units Amount 

BLOUSES 38.50 253 9740 1293 49780 

BLOUSES 42.50 212 9010 941 39992 

BLOUSES 53.50 173 9255 844 45154 
28005 134926 

SHIRTS 42.50 219 9308 1453 61752 

ETC. 
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While accuracy of the dollar amount 
is assured through proof totals, there is, 
as in any other bookkeeping system. 
the danger of putting the amount into 
the wrong account or category. How- 
ever, this type of error can be mini- 
mized by proper design of the numeri- 
cal codes. For example, if territory No. 
3 is erroneously entered together with 
salesman No. 27, and salesman No. 27 
works only in one or more other terri- 
tories, the error shows up as an “illegal” 
entry and is earmarked on the report. 
In those circumstances where there is 
no such adequate means of avoiding un- 
located errors in description, the visual 


adding machine tape can be sight- 
checked against the invoice. However. 


since the dollar amount is 
through the adding machine total, only 
the designating information need be 
checked for accuracy. 

While the tape adding machine is 
limited to the entry of numerical in- 
formation. the reports will nevertheless 
contain alphabetical descriptions, such 
as the name of the salesman or customer. 
The reader of the report need not work 
with a chart. 
bureau translates the code into an al- 
phabetical description through the use 
of a master card. 

If the operator 
while entering the information on the 
correct it either by 


proven 


code since the service 


discovers an error 
machine, she can 
reversing it or writing the correct num- 
ber on the adding machine tape along- 
side the erroneous entry. 

This illustration 
only one example 
which information 
tributed, totaled and typed in report 
form through the use of a tape adding 
machine in conjunction with a service 
bureau. The same advantages are 
gained when the machine is applied to 
the distribution of labor time and ma- 
terials to arrive at cost and inventory 


of sales analysis is 
of the manner by 
can be sorted, dis- 
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figures, or the posting of general and 
subsidiary ledgers to produce financial 
statements, or wherever statistical jn- 
formation is needed. And the same tape 
adding machine can shift from one ap. 
plication to the other without adjust. 
ment of any sort. 


Other Tape Input Machines 

In many instances there is a sufficient 
volume of work to warrant the use of 
a more advanced type of tape input de- 
vice to produce the data for processing 
by the service bureau. For example. 
there are now available a number of 
different machines designed for billing 
which produce, as a_ by-product, < 
punched tape for the purpose of deriv: 
ing inventory control, sales analysis. 
commission statements and the other 
collateral reports. Some of these ma: 
chines can enter alphabetical informa 
tion as well as numerical. In addi- 
tion. some of them have the ability to 
read as well as deliver punched tape or 
edge-punched cards, which eliminates a 
portion of the manual operation of the 
machine. These are features which the 
tape adding machine does not possess. s0 
that where the application is suitable. 
and the volume of transactions is heavy 
enough to justify the full-time use of 
these more automated machines. they 
would be preferred over the tape adding 
machine. 

However. a common misconception 
with regard to these more automated 
tape input devices is that the tape is a 
“free” by-product of the machine opera- 
tion. This is not the case, since the 
addition of the tape punching mechan- 
ism adds many problems to the opera- 
tion of the machine. Error correction 
becomes troublesome and generally re- 
quires costly manual comparison of the 
information contained in the tape with 
the source material. Then. too. the pri- 
mary function of the machine, which, 
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for example, might be to type invoices, 
may be slowed for the sake of produc- 
ing the by-product tape. 

These practicalities of using the more 
complex type of input machines will in 
many instances favor the use of the less 
costly and more flexible tape adding 
machine. 


Solution to the Service 

Bureau Problem 

While the tape adding machine and 
the other tape producing office equip- 
ment provide the means of getting data 
into the proper form for low-cost auto- 
matic processing, there are at present 
only a handful of service bureaus which 
have the proper equipment and techni- 
cal ability to process the tape. Since 
the use of tape producing machines has 
been small, there is little incentive for 
the independent service bureau to in- 
stall tape converting equipment and, as 
a result, those who wish to use punched 
lave machines have encountered diffi- 
culty in finding a bureau to do the 
processing. Fortunately, an increasing 
number of independent service bureaus 
have recognized the application of tape 
as an economical means of servicing 
smaller companies, and are now operat- 
ing tape converting equipment. As more 
public attention is drawn to the use of 
punched tape, the processing of tape by 
service bureaus will become common- 
place. This writer has had occasion to 
survey most of the fifteen or twenty in- 
dependent service bureaus in the metro- 
politan New York City area, and has 
learned that at least a third of these 
have the facilities for processing tape. 
A proportionate number of tape proces- 
sing bureaus may exist in other parts 
of the country. 

Despite the fact that the cost of man- 
wal card punching and _ verification 
is nearly twice as much as that of 
lape conversion, the processing of tape 
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represents only a fraction of the work 
performed by service bureaus. The 
reason for this is not any inherent fault 
in punched tape as such, but rather in 
the improper choice of tape input ma- 
chines and in ill-advised systems work. 
Frequently the persons responsible for 
setting up the tape input machine have 
too little knowledge of accounting prin- 
ciples, too little understanding of the 
company’s needs and flow of paper 
work, and too little background in the 
operational requirements of the process- 
ing equipment. 

Here again, however, simplicity is the 
answer. By using a simple device which 
has been manufactured to a fixed. 
standard program, the problem of pro- 
gramming the machine is eliminated. 
and the accountant can then set up a 
system without technical knowledge of 
either the input machine or the pro- 
cessing equipment. Such is the case 
with the tape adding machine which we 
operate in our accounting office. With 
a minimum of technical knowledge. we 
are able to design the proper system to 
suit the particular need of the client. 
without depending on detailed help from 
the machine company representative or 
the service bureau technician. 

As an example of how the standard 
program has reduced service bureau 
charges, one of the bureaus now offers 
the tabulation of a complete set of books 
including journals, general ledger, and 
financial statement for as little as 


$10.00. 


Other Solutions to Data 

Processing Needs 

As an alternative to punched tape as 
a means of transmitting data to a serv- 
ice bureau, there are also means by 
which a smaller company can produce 
punched cards instead of punched tape. 
which cards can then be processed either 
by a service bureau or on their own low 
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rental series of punched-card equip- 
ment which the machine companies are 
now offering. 

In order for a company to enter in- 
formation into cards it must use a card- 
punch machine which is operated either 
as a separate unit or intercoupled to a 
bookkeeping machine or some other 
piece of office equipment. In the case 
of the separate card punch, the disad- 
vantages include the necessity of hiring 
skilled key punch operators, the in- 
ability to list or prove the accuracy of 
the cards, the necessity of repunching 
the cards for verification, and the com- 
paratively high cost of the card-punch 
machine. The handling and mailing 
ef a large quantity of punched cards 
to a service bureau also presents a 
problem, in contrast to the ease of hand- 
ling a roll of punched tape. 

Where the card-punch machine is in- 
tercoupled to a bookkeeping machine. 
there are the advantages of having a 
visual record and. in some cases. a 
proof total of what has been punched 
into the cards, but these features are 
also contained in punched tape adding 
machines which are less costly and pro- 
duce the same results. 

With respect to a company doing 
the processing on its own slow-speed 
series of low rental tabulating equip- 
ment, there are a number of definite 
advantages over sending punched cards 
or punched tape to a service bureau. 
For example, there is no mailing delay, 
and certain jobs which cannot be 
handled by service bureaus, such as 
daily billing and updating of accounts 
receivable, can be processed on_ this 
equipment. However, it should be re- 
cognized that while the rental cost of 
these slow-speed tabulating machines is 
much less than the more versatile, high- 
speed machines, machine rental is only 
one of several costs of operating a 
punched-card installation. The cost of 
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a supervisor, machine operators, space, 
cards, supplies, files, wiring panels and 
other materials is no less when slower 
speed equipment is used and. in fact. 
labor cost per card is higher. 

It follows, then, that except in those 
situations where processing off premises 
is not feasible, a service bureau with its 
more experienced personnel. more flex- 
ible and efficient equipment, and ability 
lo relieve the user of a fixed overhead 
burden, is probably the more suitable 
answer to the data processing needs of 
smaller companies. And since the trend 
in service bureaus appears to be in 
their acceptance of responsibility for the 
design and improvement of internal sys- 
tems and procedures as well as_ the 
mechanical functions of data processing. 
the service bureau industry will take on 
an increasingly important role in this 


field. 


Computers for Smaller Companies 


In addition to the appearance of sim- 
plified tape input machines, there is an- 
other device on the horizon which has 
a significant tie-in with the use of 
punched tape, and also with the role of 
service bureaus. It is the development 
of the commercial or business electronic 
computer. While the term “computer” 
has many connotations, reference here 
is made to a machine which in effect 
contains anywhere between 1,000 and 
10,000 adding machine registers in the 
form of magnetic storage locations 
within a magnetic drum, disc or core. 
The function of this type of computer 
is not to solve a complex mathematical 
problem as is the job of most present- 
day electronic computers. Its function. 
rather, is to receive a large volume of 
transactions. as, for example. depatt- 
ment store sales, and sort these trans- 
actions into the proper classifications. 
accumulate totals for each classification. 
and deliver these totals into punched 


May 





tap 
anc 
ma 
doe 
real 
real 
pro 


dig 


The 
pur 
car 


pur 
one 
nee 
not 
tha 
lars 
get 

pro 
of 
the 

pro 
recl 
qui 
eral 
pro 
one 
will 
ing 
lack 
coll 
in | 


ness 


195! 





Punched Tape Data Processing for Smaller Business 


tape which tape serves both as storage 
and as input to high-speed printing 
machines. Since this type of computer 
does not have to do much more than 
read punched tape, add, subtract, and 
read out totals, it is much less costly to 
produce and operate than present-day 
digital computers. For this reason it 
is economically feasible for a service 
bureau to utilize such equipment. 

The applications of .ow-cost electronic 
computers would seem to have no limit. 
They are as much an advance over 
punched-card machines as _ punched 
cards are over manual record keeping. 
It is a commonly accepted rule in 
punched-card accounting that if only 
one report or type of information is 
needed, processing by punched cards is 
not economical. The reason for this is 
that punched-card processing entails a 
large amount of manual labor both to 
get information into the cards, and to 
program and operate the several pieces 
of tabulating equipment. However. by 
the use of an inexpensive machine which 
produces a tape. which tape is fed di- 
rectly into a high-speed computer re- 
quiring very little manual labor to op- 
erate, it will then be economical to 
process information even though only 
one report or analysis is sought. This 
will have great impact on data process- 
ing for the smaller company which 
lacks the time and personnel to evaluate 
collateral reports and is interested only 
in basic information. 

While at present there are no busi- 
hess computers of this type available, 
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a number of these machines are in the 
development stage, and will make their 
appearance in months to come. Busi- 
ness concerns which now gain exper- 
ience in the use of punched paper tape 
will later find it a simple transition to 
processing of the tape by computers. 


In Summary 


Heretofore the use of punched tape 
by smaller companies has not been 
widespread primarily because of the re- 
luctance on the part of service bureaus 
to process tape and because of the cost 
and difficulties encountered in the use 
of the more automated types of punched 
tape devices. In answer to the first prob- 
lem, service bureaus have already start- 
ed to recognize the advantages of pro- 
cessing tape as opposed to the manual 
key punching and verification of raw 
data. The answer to the second problem 
lies in the use of a simple, inexpensive 
input device which can be used by un- 
skilled operators to perform many dif- 
ferent jobs. The tape adding machine 
is such an instrument. 


In years to come, the cost of the in- 
put device will be reduced still further 
by advances in the development of mag- 
netic and photoelectric materials, and 
at the same time the cost of processing 
will be reduced by the development of 
the business computer. With such ad- 
vances it is not hard to visualize the 
adoption of mechanized record keeping 
by even the smallest of business offices. 
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New York State Tax Forum 


Guest Editor—NATHAN EmensBERG, CPA 


Some Aspects of the New Personal Income Tax Changes 


Fiscal Year Taxpayers 


In the case of such taxpayers, the 
forgiveness feature applies to fiscal years 
ending in 1959. Thus the tax is for- 
given on the income (except capital 
gains) for fiscal years beginning in 1958 
and ending as late as November 30, 
1959. If such a taxpayer’s year ends 
after March 31, 1959, and if he has 
income from wages, the question arises 
whether the employer is required to 
withhold on wages paid on or after 
April 1, 1959 and within such fiscal 
year. The answer seems to be that with- 
holding is not required since Section 366 
provides that “on and after April 1, 
1959, every employer making payment 
of any wages taxable under this article 


shall deduct and withhold . . .” 


As to the filing of declarations of esti- 
mated tax in the case of fiscal year tax- 
payers, the statute provides little guid- 
ance since its provisions are geared to 
calendar year taxpayers. The gap will 
probably be filled by special rulings or 
regulations. 





NATHAN EIDENBERG, CPA, is a member 
of our Society’s Committee on Federal 
Taxation. Mr. Eidenberg is a partner in 
the firm of S. D. Leidesdorf & Co., 


Certified Public Accountants. 
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Withholding Tax on Wages Paid to 
New York Residents Employed in 
Other States 
This question has become rather acute 

in the case of New York employers who 

have employees, residents of New York, 
who work at locations in New Jersey. 

That State has held that under its laws 

such withholding is illegal. In the light 

of this situation, the State Tax Commis- 
sion has just ruled that “for the present” 
to avoid imposing a duty on employers 
which may constitute a violation of the 
law of another state, employers of New 
York residents who perform services in 
such states will not be required to with- 
hold taxes from wages of such em- 
ployees. The Commission points out. 
however, that where a New York resi- 
dent performs services both within and 
without New York the employer is re- 
quired to withhold taxes on wages. 

Where a non-resident performs services 

in New York, his wages are subject to 

withholding despite the provisions of 
the law of the state of his residence. 


Declarations and Payment of Esti- 
mated Tax Where Entire Income is 
From Wages Subject to Withholding 


Section 366-a, subdivision 1 of the 
Tax Law requires the filing of declara- 








Ep. Note: For an interim period, until a 
permanent departmental editor has been 
selected, this department will be conducted 
by guest contributors. 
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ions of estimated tax if the combined 
cross income and net capital gain can 
reasonably be expected to exceed $5,000 
in the case of a single taxpayer, or 
$10,000 in the case of a married couple 
entitled to file a joint declaration. 

However, subdivision 3 of Section 
366-a authorizes the State Tax Commis- 
sion to permit the filing of such decla- 
rations on or before January 15th of 
the succeeding taxable year in cases 
where the total estimated tax is $40 or 
less. (Declarations of estimated tax re- 
lect the excess of the estimated tax over 
the tax expected to be withheld.) 

The Tax Commission has recently ex- 
ercised this discretionary authority by 
ruling that no declaration will be re- 
quired until January 15th of the suc- 
ceeding taxable year where the esti- 
mated tax for the year is $40 or less. 
The ruling states that where the tax- 
payer's income for 1959 is principally 
from wages subject to withholding so 
that the amount of tax in excess of the 
amount expected to be withheld is $40 
or less, no declaration is required to be 
fled until January 15, 1960, at which 
time the entire tax must be paid. The 
ruling goes on to say that in lieu of 
fling a declaration on such date the 
taxpayer may elect to file his final re- 
turn for the year 1959 and pay his 
entire tax on or before January 31, 
1960. It is pointed out that the filing 
of a declaration and payment of the 
estimated tax on January 15th of the 
succeeding year, or the filing of a final 
teturn and payment of the tax on Janu- 
ary 31st of the succeeding year, will not 
relieve the taxpayer of penalties if a 
declaration or payment of estimated 
lax was required prior to such dates. 


High Incidence of Overpayments 
Since state income taxes are deducti- 
ble for federal income tax purposes by 
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taxpayers who itemize deductions on 
their federal income tax returns, the 
high incidence of overpayments of New 
York State income taxes through with- 
holding and declarations may raise some 
questions. Heretofore payments of New 
York State income taxes were made in 
discharge of an actual tax liability and 
were deductible as such. Under Sec- 
tion 366 of the present Tax Law, em- 
ployers are required to withhold from 
wages a “tax computed in such manner 
as to result, so far as practicable, .. . 
in withholding from the employee’s 
wages during each calendar year, a sum 
which is substantially equivalent to the 
amount of tax reasonably estimated to 
be due under this article resulting from 
the inclusion in the gross income of the 
employee of his wages received during 
such calendar year.” 

Section 366-a of the Tax Law also pro- 
vides, in appropriate circumstances, for 
the filing of declarations and payment 
of estimated taxes during the taxable 
year. 

In view of the probability that taxes 
withheld and paid through declarations 
will exceed the tax liability in many in- 
stances, the question arises whether tax- 
payers will be permitted to deduct the 
amounts withheld and/or paid during 
the year, or whether the deduction will 
be limited to the smaller actual tax lia- 
bility. It would seem that since the 
amounts withheld on wages or paid 
with declarations are withheld or paid 
as taxes, albeit estimates, the amounts 
so withheld or paid should be deducti- 
ble as taxes in the taxable year during 
which the withholdings or payments 
were made. This conclusion is buttressed 
by Section 374 of the Tax Law which 
provides for the refund of taxes over- 
paid through withholding or declara- 


tions. 
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Accounting at the SEC 


Conducted by Louts H. Rappaport, CPA 


Activities of the Commission 
in Accounting and Auditing 


As Reported in its Twenty-Fourth Annual Report 


The SEC recently issued its annual re- 
port to Congress covering the fiscal year 
ended June 30, 1958. As usual, the 
report contains a section dealing with 
the Commission’s activities in account- 
ing and auditing. This section of the 
report makes interesting reading for 
CPAs because it summarizes concisely 
the SEC’s activities and objectives in 
the areas of accounting and auditing. 
An excerpt from the report is reprinted 
below. 


Successive reports of the Commission 
have called attention to the fact that the 
detailed provisions of the several acts 
administered by the Commission recog- 
nize the importance of dependable in- 
formative financial statements which dis- 
close the financial status and earnings 
history of a corporation or other com- 
mercial entity. These statements, whether 
filed in compliance with the statutes ad- 
ministered by the Commission or in- 





Louis H. Rappaport, CPA, a partner 
in the firm of Lybrand, Ross Bros. & 
Montgomery, CPAs, is the author of 
SEC AccountinG PRACTICE AND PRo- 
CEDURE. 
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cluded in other material available to 
stockholders or prospective investors, 
are indispensable to investors as a basis 
for investment decisions. 


The Congress recognized the import- 
ance of these statements and that they 
lend themselves readily to misleading in- 
ferences or even deception, whether or 
not intended. It accordingly dealt exten- 
sively in the several statutes adminis- 
tered by the Commission with financial 
statement presentation and the disclos- 
ure requirements necessary to set forth 
fairly the financial condition of the 
company. Thus, for example, the Se- 
curities Act requires the inclusion in the 
prospectus of balance sheets and profit 
and loss statements “in such form as the 
Commission shall prescribe” 17 and auth- 
orizes the Commission to prescribe the 
“items or details to be shown in the 
balance sheet and earnings statement, 
and the methods to be followed in the 
preparation of accounts * * *.”18 Simi- 
lar authority is contained in the Securi- 
ties Exchange Act,1® and more com- 
prehensive power is embodied in the 
Investment Company Act? and_ the 
Holding Company Act. 7" 

The Securities Act provides that the 
financial statements required to he made 
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available to the public through filing 
with the Commission shall be certified 
by “an independent public or certified 
accountant.” 22. The other three statutes 
permit the Commission to require that 
such statements be accompanied by a 
certificate of an independent public ac- 
countant.”* and the Commission’s rules 
require. with minor exceptions, that they 
be so certified. The value of certifica- 
tion by qualified accountants has been 
conceded for many years, but the re- 
quirement as to independence, long rec- 
ognized and adhered to by some indi- 
vidual accountants, was for the first 
time authoritatively and explicitly in- 
troduced into law in 1933. Out of this 
initial provision in the Securities Act 
and the rules promulgated by the Com- 
mission,“ and the action taken by the 
Commission in certain cases.*° have 
srown concepts of accountant-client re- 
lationships that have strengthened the 
protection given to investors. 

The Commission’s standards of inde- 
pendence are stated in rule 2-01, para- 
eraphs (b) and (c), of Regulation S-X 
which provides among other things that 
“an accountant will be considered not 
independent with respect to any person 
or any of its parents or subsidiaries in 
whom he has, or had during the period 
of report, any direct financial interest 
or any material indirect financial in- 
terest; or with whom he is, or was dur- 
ing such period, connected as a pro- 
moter, underwriter, voting trustee, di- 
rector, officer or employee.”*° In deter- 
mining whether an accountant may in 
fact be not independent with respect to a 
particular person, the Commission will 
give appropriate consideration to all 
relevant circumstances, including evi- 
dence bearing on all relationships 
between the accountant and that person 
or any affiliate thereof. 

In the recent revision of this rule the 
Commission has recognized the impact 
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of mergers and the growth of corpora- 
tions through widespread affiliations. 
The emphasis in the rule has been 
changed to make it clear that where the 
relationships described in the rule exist 
the Commission will find that an ac- 
countant is in fact not independent with 
respect to the company involved, but in 
those instances where lack of independ- 
ence is not established the Commission 
will make no finding with respect to 
the accountant’s independence. 

Several situations, described in the 
22nd and 23rd Annual Reports, in which 
accountants were not eligible under our 
rules to certify financial statements be- 
cause they were lacking in independence 
continue to cause difficulty. In many of 
these instances the accountants and their 
clients were coming in contact with the 
Commission’s filing requirements for the 
first time and the reason for the lack 
of independence was ownership by a 
member of the accounting firm of stock 
of the client company during some of 
the periods certified. In other cases the 
accountant or his firm may have been 
interested in serving the client’s man- 
agement, or in some cases large stock- 
holders, in several capacities and in 
doing so had not taken care to maintain 
a clear distinction between giving advice 
to management and serving as personal 
representatives of management or own- 
ers in making business decisions for 
them. Many of these problems could be 
avoided if the accountants would look 
forward to the day when the public in- 
terest in their clients would require 
certification of financial statements by 
independent public accountants. 

As shown above, the statutes adminis- 
tered by the Commission give it broad 
rule-making power with respect to the 
preparation and presentation of finan- 
cial statements. Pursuant to authority 
contained in the statutes the Commission 
has prescribed uniform systems of ac- 
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counts for companies subject to the 
Holding Company Act; ** has adopted 
rules under the Securities Exchange 
Act governing accounting and auditing 
of securities brokers and dealers; and 
has promulgated rules contained in a 
single, comprehensive regulation, identi- 
fied as Regulation S-X, 7° which govern 
the form and content of financial state- 
ments filed in compliance with the sev- 
eral acts. This regulation is implemented 
by the Commission’s Accounting Series 
releases, of which 80 have so far been 
issued. These releases were inaugurated 
in 1937, and were designed as a pro- 
gram for making public, from time to 
time, opinions and accounting princi- 
ples, for the purpose of contributing to 
the development of uniform standards 
and practice in major accounting ques- 
tions. The rules and regulations thus 
established, except for the uniform sys- 
tems of accounts, prescribe accounting 
to be followed only in certain basic re- 
spects. In the large area not covered 
by such rules, the Commission’s princi- 
pal reliance for the protection of in- 
vestors is on the determination and 
application of accounting principles and 
auditing standards which are _ recog- 
nized as sound and which have attained 
general acceptance. 

Since changes and new developments 
in financial and economic conditions 
affect the operations and financial status 
of the several thousand commercial and 
industrial companies required to file 
statements with the Commission, ac- 
counting and auditing procedures can- 
not remain static and continue to serve 
well a dynamic economy. It is necessary 
for the Commission to be informed of 
the changes and new developments in 
these fields and to make certain that the 
effects thereof are properly reported to 
investors. The Commission’s account- 
ing staff, therefore, engages in studies 
of the changes and new developments 
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for the purpose of establishing and 
maintaining appropriate accounting and 
auditing policies, procedures and prac- 
tices for the protection of investors, 
The primary responsibility for this pro: 
gram rests with the chief accountant of 
the Commission who has general super. 
vision with respect to accounting and 
auditing policies and their application. 

Progress in these activities requires 
constant contact and cooperation be- 
tween the staff and accountants both 
individually and through such repre- 
sentative groups as, among others, the 
American Accounting Association, the 
American Institute of Certified Public 
Accountants, the American Petroleum 
Institute, the Controllers Institute of 
America, the National Association of 
Railroad and Utilities Commissioners, 
the National Federation of Financial 
Analysts Societies, as well as other gov- 
ernment agencies. Recognizing the im- 
portance of cooperation in the formu- 
lation of accounting principles and 
practices, adequate disclosure and audit- 
ing procedures which will best serve 
the interests of investors, the American 
Institute of Certified Public Accountants, 
the Controllers Institute of America, and 
the National Federation of Financial 
Analysts Societies regularly appoint 
committees which maintain liaison with 
the Commission’s staff. 

The many daily decisions of the Com- 
mission require the almost constant at- 
tention of some of the chief accountant’s 
staff. These include questions raised by 
each of the operating divisions of the 
Commission, the regional offices and the 
Commission. This day-to-day activity of 
the Commission and the need to keep 
abreast of current accounting problems 
cause the chief accountant’s staff to 
spend much time in the examination and 
re-examination of sound and generally 
accepted accounting and auditing prin- 
ciples and practices. From time to time 
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members of this staff are called upon to 
assist in field investigations, to partici- 
pate in hearings and to review opinions, 
insofar as they pertain to accounting 
matters. 

Prefiling and other conferences, in 
person or by telephone, with officials of 
corporations, practicing accountants and 
others, occupy a considerable amount 
of the available time of the staff. This 
procedure, which has proven to be one 
of the most important functions of the 
ofice of the chief accountant, and of the 
chief accountant of the Division of Cor- 
poration Finance and his staff, saves 
registrants and their representatives both 
time and expense. 

Many specific accounting and audit- 
ing problems arise as a result of the 
examination of financial statements re- 
quired to be filed with the Commission. 
Where examination reveals that the 
rules and regulations of the Commis- 
sion have not been complied with or that 
applicable generally accepted accounting 
principles have not been adhered to, the 
examining division usually notifies the 
registrant by an informal letter of com- 
ment. These letters of comment and the 
correspondence or conferences that fol- 
low continue to be a most convenient and 
satisfactory method of effecting correc- 
tions and improvements in financial 
statements, both to registrants and to 
the Commission’s staff. Where particu- 
larly difficult or novel questions arise 
which cannot be settled by the account- 
ing staff of the divisions and by the 
chief accountant, they are referred to 
the Commission for consideration and 
decision. By these administrative pro- 
cedures the Commission deals with many 
accounting questions. 

Inquiries in ever-increasing volume 
as to the propriety of particular account- 
ing practices come from accountants 
and from companies not presently sub- 
ject to any of the acts administered by 
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the Commission who wish to have the 
benefit of the Commission’s views and 
thus utilize and apply the Commission’s 
experience to the facts of their own case. 
Teachers of accounting and their stu- 
dents also use the public files and confer 
with the staff in the study of accounting 
problems. 

Cooperation between the Commission 
and professional groups interested in 
improving financial reporting has been 
mentioned. An example is the publica- 
tion in April, 1958, by the Committee 
on Accounting Procedure of the Ameri- 
can Institute of Certified Public Ac- 
countants of its Accounting Research 
Bulletin No. 49 dealing with a number 
of the problems arising in connection 
with the computation of earnings per 
share and the presentation of such sta- 
tistics in prospectuses, proxy material 
and annual reports to shareholders and 
in the compilation of business earnings 
statistics for the press, statistical ser- 
vices and other publications. 

Appropriate determination of earn- 
ings per share has been a frequent sub- 
ject for comment by the staff in connec- 
tion with filings with the Commission. 
A decrease in improper presentations 
since publication of the bulletin may 
fairly be credited in part to the wide 
distribution of the bulletin. Such litera- 
ture contributes to greater uniformity 
in financial reporting, improves in- 
vestor understanding, and decreases staff 
time spent in processing material filed 
with the Commission. 

A further example of the importance 
of cooperation between the staff and 
professional accounting organizations is 
found in the Commission’s authorization 
for its chief accountant to serve as a 
member of the American Institute of 
Certified Public Accountants’ Special 
Committee on Research Program. This 
committee, the other members of which 
are leaders of the accounting profession 
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in public and private practice and in 
teaching, was appointed to consider a 
new approach to accounting research. 
Since investors in securities depend upon 
the results of the accounting process, 
it is appropriate that the Commission 
be represented in this endeavor to find 
a better means for the development of 
generally accepted accounting principles 
which serve as a guide for independent 
accountants practicing before the Com- 
mission. 

Some significant characteristics of the 
past year in the accounting field may be 
mentioned. As in the prior two years, 
accounting for mergers has again re- 
quired much staff time in conferences 
with registrants and their accountants. 
Usually the problem has been to deter- 
mine the propriety of applying the pool- 
ing of interests concept which avoids the 
booking of goodwill by using the ac- 
counting basis of the constituent com- 
panies and permits the carrying forward 
of the earned surplus of the parties to 
the merger. 

In contrast to this desire of estab- 
lished companies to avoid the recogni- 
tion of intangibles is the insistence by 
promoters of new ventures to place ex- 
cessive valuations on the books for both 
tangible and intangible properties. Ex- 
amples during the past year have been 
reminiscent of the early days of the 
Commission when it was found necessary 
to deal vigorously with promotional 
ventures in which shares of the issuer’s 
stock were exchanged for assets of 
doubtful value but were recorded at the 
par value of the shares issued. For an 
example of this kind see the discussion 
of the Commission’s decision In the 
Matter of the Fall River Power Com- 
pany *° at page 39 of this report. 

Another characteristic of the past year 
has been the number of cases coming 
to the attention of our accountants in 
which a change in accounting policy 
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has been adopted or desired. Where a 
change has appeared to be motivated by 
a desire to improve current earnings by 
deferring the expensing of incurred 
costs, we have objected unless it could 
be shown that the new method was 
clearly in the interest of improved finan- 
cial reporting in the long run. Account- 
ing for research and development costs 
for new products or expansion into new 
sales territories are examples of this 
problem which require further study. 

Of a somewhat different order but a 
problem requiring further study is the 
matter of accounting for pensions and 
other forms of deferred compensation. 
There are so many difficulties in the way 
of determining the amounts involved 
and the proper allocation of such costs 
to accounting periods that a consider- 
able lack of uniformity in accounting 
treatment persists between companies 
and between periods in the same com- 
pany. Improvement in reported earn- 
ings resulting from omission of any 
charge for pensions is an extreme ex- 
ample of the problem which seems to 
be vulnerable to severe criticisms but 
which has been defended when pensions 
have been overfunded in prior years. 
These and other problems in the report- 
ing of corporate income are receiving 
active consideration by the accounting 
profession and by the Commission’s 
accounting staff. 


References 


Note: Footnotes 1 to 16 relate to other sec- 
tions of the Commission’s Report. 
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Inflation and Financial Statements 


The accountant should look behind dollar figures and attempt to 
determine if the company is doing any more than just receiving its share 
of the inflationary bite. The real danger of inflation is that it comes in 
small doses. Every year is “immaterial, but the total dose is staggering. 
\ useful report that each accountant should seriously consider preparing 
for management purposes is an annual statement disclosing the effect of 
inflation on company earnings and shareholders’ investments. A_ trend 
statement for five or ten years showing how the company progressed before 
and after consideration of inflation would also be valuable. By bringing 
the effect of inflation forceably home to management, there may be dis- 
closure of important problems previously overlooked. 

The challenge to the accountant is to really get the facts and figures 
on inflation, to apply them item by item io every important facet of the 
business, to appraise this information first, and then pass it on to manage- 
ment. The results of a study such as this will be very profitable to the 
accountant as well as to the company, and may be eye-opening in areas 


of the business which need attention and thought. 


ArBpert J. Bows, Jr., “Creative Accounting Pays 
Its Way,” THe ArrHur ANDERSEN CuHronicce, April 1959 
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Administration of a CPA Practice 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 


Conducted by Max Biocx, CPA 


Protecting Clients from Tax Penalty 


The Code does not permit the deduc- 
tion of certain ordinary expense accru- 
als involving “related persons,” as spe- 
cially defined, unless payments are 
made within 214 months after the close 
of the creditor-taxpayer’s fiscal year. An 
oversight of this arbitrary rule can be 
very costly to the taxpayer, and possibly 
to the accountant, as he may be accused 
of not bringing this technicality to the 
attention of the taxpayer. 

This hazard can be protected against 
by the use of a form letter advising the 
taxpayer of this rule and listing, in 
tabulated form, the items payable and 
the terminal date. The expenses to be 
paid could be placed under three column 
headings, to wit: payee, expense, and 
amount. 

The form, to be prepared in dup- 
licate, should be completed at the ear- 





Max Brock, CPA (N. Y., Pa.), is a 
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lecturer at the Baruch School of Busi- 
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City College of New York in the gradu- 
ate course on Accounting Practice. Mr. 
Block is a member of the firm of An- 
chin, Block & Anchin. 


378 


liest of these events: the preparation of 
the adjusting entries, the preparation 
of the annual report. or the prepara- 
tion of the tax return, as is practical 
in the individual case. Some accruals 
may be of large amount; therefore the 
client should be given early notice to 
facilitate the financing. Where cash or 
time is a problem, notes or other forms 
of payment can be used. 

Report and tax return reviewers 
should be concerned about the reporting 
of this data, its completeness and cor- 
rectness. The office copy of the form 
letter should carry the name of the 
preparer and provide space for the 
initials of the reviewer. Control over 
the timely mailing of such forms is 
necessary to insure against oversight 
and a checklist of closings, by terminal 
dates, could be used for this purpose. 


Efficiency is True Economy 


Accountants, as employers and as ad- 
visors to managements, should find a 
valuable bit of advice in the following 
excerpt from “Bankers Bulletin,” a 
house organ of Bankers Commercial 
Corporation: 

“In these days when every business 
expense should be carefully scrutinized 
and all needless outlays prevented, it’s 
important to remember that the only 
real expense control is the promotion 
of utmost efficiency. 
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Administration of a CPA Practice 


“To lay off a man and save some 
thousands of dollars a year is nothing 
like so thrifty as to develop that man 
into a producer worth several times 
what he formerly was paid. Sometimes 
that isn’t possible, of course. But keep- 
ing that man on the job and earning 
greater profits from his work is not only 
highly advantageous to the employer 
but a policy that benefits society. 

“The way to prevent depression is to 
provide employment for as many pro- 
ducers as can be developed. Every cut 
in the payroli sets up an economic 
roadblock. The more employes that 
can be kept at work by stepping up their 
productivity the greater the value of 
your business to the nation and the 
world.” 


Staff Evaluation 

The Chairman of our Society’s Com- 
mittee on Administration of Account- 
ants Practice, Kenneth B. Wackman, 


CPA, recently presented a paper at a 
Graduate Study Conference at New York 
University dealing with certain aspects 
of administration. One of them was 
that of staff evaluation. He discussed 
the use of two types of evaluation re- 
ports. The first, prepared at the end of 
an engagement (annual audit) by the 
senior in charge of the audit, evaluates 
the work of his assistants. Each man is 
rated. The assignment is described and 
the men classified so that the ratings 
may be reconciled with the staff men’s 
accounting experience and the nature 
of the job. This form is here repro- 
duced as Exhibit I. The second report 
is prepared by each staff accountant 
on the engagement and is designed to 
determine the amount of understanding 
he has applied to the engagement. This 
form is here reproduced as Exhibit II. 

Other evaluation report forms will be 
found in the CPA HanpBook (Chapter 
9) and in Rockey’s AccouNnTANT’s OF- 
FICE MANUAL (pp. 133-134). 


Exhibit | 


EVALUATION REPORT 


PUREE ARS Y 3.5% 5;ccctes tess otelebore-e cleteic-er eel e7avorerersversiorernee 


ated 862 6isics es cswrese (Junior, Semi-Senior, 
Senior, Supervisor) 


Brief description of assignment (indicating name of company) upon which this evaluation 


is based: 


If rating on any qualification is fair or poor, support your rating with specific examples 


in comment column. 
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EVALUATION REPORT (Continued) 





(Indicate 
by 4) 
| | 
| el | 
| & | 
| = | 
x) & | es] 3 | 
tx] OS ize ro Comments 
| — 
A. AupITING ABILITY 
, ‘ | | — 
1. Working Papers 
a. Completeness — 
b. Conciseness | oon 
~ 6 ' 
c. Neatness | as 
: | 
d. Clearness i 
e. Adequacy of cross referencing — | ae. 
f. Indexing ae 
| 1 
2. Technical Ability 
a. Appliance of accounting and | 
auditing theory 
b. Knowledge of accounting and _t 
auditing theory 
, : : _ | _ 
c. Inquiry into accounting sys- | OvER 
tems, internal control, ete. | | 
. . | 
d. Preparation of financial state- | 
ments and schedules 
e. Preparation of reports 
f. Perception of assignments, ac- 
counting and auditing problems! 
3. Application to Work ; 
a. Conscientiousness 
: : || - | (a) 
b. Carefulness | i arisi 
c. Imagination to nc 
d. Speed of performance of th 
= . mem 
e. rime consciousness 
—— : | may 
f. Enthusiasm i : 
| ees 
. ae ews | OTAF 
1. Sense of Responsibility Men 
a. Carrying out instructions ; 
._Carryini s | | Natt 
b. Self-reliance | | Bust: 
. . . = | 
c. Constructive mindedness | Date 
B. PROFESSIONAL QUALIFICATIONS AND | 
: : : Part 
1. Relations with clients | . 
| 
2. Relation with other staff men | eee 
3. Professional interests | Wor 
1. Ability to speak | 
5. Ability to write | | 
' | | 
C. PERSONAL QUALIFICATIONS | | 
1. General personality | | 
2. Appearance 7 || 
3. Respect for superiors I} ! a pects 
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EVALUATION REPORT (Continued) 


(Indicate 


by 4) 
, ; 
| 
\| 
= | 
oO z hn ce 
x | Sia] 3 | 
tx] a; (xe a Comments 





1. Moral character | 
5. Outside interests ‘ 
6. Qualities of leadership 
(i. Lact 
8. Ambition 
9. Reasoning ability 
‘10. Perseverance 
ll. Diligence 
12. Punctualness 
13. Willingness to work overtime 
if necessary 
14. Willingness to travel when 
necessary 


15. Sense of humor 


ONUGR WIEN, TRADING <5 aierec-ococsnve-cleateldierncste-e ae wee woe auceiels 
(Excellent, Good, Fair, Poor) 


F xhibit Il 
STAFF ACCOUNTANT’S REPORT ON ASSIGNMENT 


A good staff accountant must have more than a knowledge of subject matter. He needs 
(a) ability to “follow through,” (b) ability to transmit to supervisor the unusual points 
arising in an engagement, (c) initiative to check with supervisor the firm policy with regard 
to nonroutine matters, and (d) ability to write concisely and clearly. To assist in development 
of these abilities and to promote a well-rounded knowledge of subject matter, each staff 
member shall Upon CoMPLETION of an assignment, submit this report including all data which 


may be applicable. 


STAFF 

MEMBER, 3-0 te cracenataaes 1 rare ness Ann sate CEIGN? © cdiescdcacdunscsatencadereus ae 
NATURE OF TYPE OF 

MS ERRGSE yea Ais on ere Marae Ven ce ea oboe aa ees ‘ ASSIGNMENT cc..ciscncc sas capecuaeumeeres Pe 
Date Started Workep UNDER 

NIP HE ONERUOBID a... Sus bie Sioa eioa bio. cis Wave rales SUPERVISION Of s.006. 234s. diode eae 
Rcteurccates . 

BARUNER rc. 5-/ctis ne ce graeneatiiarccs stile ee aee « SUPERVISOR: os fos. cacncesnceecwones nae 


Descripe BrRiEFLY PHASES OF 
Wm: Pombominns we VOW «oko ve vd vko-doadeeesandseracceaclinaeee 
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STAFF ACCOUNTANT’S REPORT ON ASSIGNMENT (Continued) 


SumMaArizE New EXPERIENCES Pa 
CON PRBCEDUORES TRARNED: oie occ cie cde v0 60:4 0:0 pone 010:5.0.0 64.0% 0b 0 we! wee we bee nie ee 





Eig 
DP oni DECKS ESR SSAA URGE ROE CR eed ad Creed edahe Sores eR saihen anes ROSSA EEO GL EEE New 
State Your Opinion On Fottowine Marrers: (Use attached sheet) the U 
pas : ‘ , : ly, ‘ . year. 
1. To what extent did client deviate from generally accepted accounting principles? Why was p dt 
such deviation important or unimportant in this assignment? an 
ss ; ee ployer 
2. Internal control: What are the strong points and the weak points? How could weakness “is 
be strengthened? How could defaleation occur? einen 
’ 7 = : , : P Ing p 
3. Audit program: What portion of program performed by you appears unsatisfactory either ah 
because it actually fails to verify or because time required is excessive for objective? What vorun 
changes in program would you recommend? ploym 
1. Other suggestions or comments. the be 
than 
sible. 
esting 
emplo 
Depreciation and Inflation ploym 
What the victims of the present narrow, restrictive and discriminatory proper 


depreciation methods want is a chance to do their full duty to the country . 4 


and its economy. They want to be able to provide the tools that will ployee 
provide the jobs for those who are still unemployed. They want to produce, 560 ~ 
to develop, to help bring this country back to equality with its foreign “a 
competitors and to strengthen its economy and its potentialities for the pro) 
- ° or mo 
good life and for its defense. 
This cannot be done unless we recognize that the old days, the old 
methods, the old ideas are gone forever. Many of us were alive when the —— 
gold standard was in effect throughout the civilized world, when stability 
was the rule, not the exception, when prices responded quickly and sensi- SAMUE 
tively to the opinion of the market place and when government interven- of our 
tion in business and economic affairs was almost unheard of. of th 
: . ‘ ~ , € 
For good or evil those days are gone and will not come again. Yet : 
baat ae Bar. | 
our tax laws and our depreciation policies, developed when those condi- ae 
tions prevailed, have never changed basically. in his 
special 
. _ Io _ “ s ee pian ~~ 
Maurice E, Perot BET, “In ufhic ient Depreciation and laborer 
Inflation,” THe Controiier, March 1959 
Dr. Ri 
Comm: 
and cl 
Unemy 














Payroll Tax Notes 


Conducted by SAMUEL S. REss 


Le ey ee =a =e 


ea a ae 


SPitemm : 


4 me - 


Unemployment Insurance Legislation Passed in 1959 


Eight measures were passed by the 
New York State Legislature to amend 
the Unemployment Insurance Law this 
year. The bills affect benefit claimants 
and the rights and obligations of em- 
ployers under the law with reference to 
coverage, merit rating, request report- 
ing penalties and the right to make 
voluntary contributions to the unem- 
ployment insurance fund so as to obtain 
the benefit of a lower experience rate 
than might have otherwise been pos- 
sible. This last measure has some inter- 
esting possibilities for accountants and 
employers interested in effecting unem- 
ployment insurance tax savings through 
proper tax planning. 


l. Coverage of One or More Em. 
ployees. This measure amends Section 
960 and extends coverage to any em- 
ployer paying remuneration of $300 
or more in any calendar quarter, with- 





SAMUEL S. REss, an associate member 
of our Society since 1936, is a member 
of the New York and Massachusetts 
Bar. He is engaged in public practice 
in his own office in New York City 
specializing in payroll taxation and 
labor-management matters. 

Dr. Ress is a member of the Society’s 
Committee on New York State Taxation 
and chairman of its Subcommittee on 
Unemployment Insurance. 
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out regard to the number of employees. 
Coverage commences with the quarter 
immediately following the quarter in 
which remuneration of $300 or more is 
paid. Domestic workers continue to be 
considered separately. Since 1956, em- 
ployers of 2 or more persons on any 
one day are required to be covered 
except in the case of domestic em- 
ployees. Domestic workers are covered 
following any day starting with a day 
on which four or more domestic 
employees are covered. (Effective Jan- 
uary 1, 1960.) 

2. Employer's Request Reporting 
Penalty. This measure amends Section 
575.2 and provides that the $10 penalty 
on an employer for failure to supply 
wage and employment information on 
form LO-12 within 7 days from the 
date of mailing the request to the 
employer, shall not be imposed when 
failure is attributable to “good cause” 
instead of to “circumstances beyond his 
control” as was provided heretofore. 
The passage of this measure is the first 
bit of relief given to employers and 
accountants who have heretofore been 
plagued by these $10 penalties despite 
the existence of good cause for the 
delinquency. For all practical purposes 
“circumstances beyond the control of 
the employer” had been limited to 
destruction of records by fire. or 
because of death. 


3. Apportionment of Vacation Pay 
for Experience Rating. Apportionment 
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of advance vacation payments is_per- 
mitted to the proper calendar quarter 
for experience rating purposes so as to 
avoid a showing of a “quarterly de- 
crease quotient” greater than would 
otherwise have occurred. Accountants 
should bear this amendment in mind 
in connection with “experience rating” 
tax planning. (Effective April 1, 1959.) 


4. Employer's Voluntary Contribu- 
tions. This measure permits an em- 
ployer to voluntarily make payments to 
his account in excess of required pay- 
ments. The effect of a possible small 
voluntary tax payment may give him 
the benefit of a more favorable ex- 
perience rating balance in his employer 
account. (Effective July 1, 1959.) 


5. Extension of Time to Appeal 
Claim Determination. This enactment 
extends from 20 to 30 days the time 
within which the claimant, the employer 
or the Industrial Commissioner may 
appeal from a decision or determina- 
tion involving a benefit claim for a 
hearing before a referee. (Effective 
April 1, 1959.) 


6. Recovery of Overpayments. This 
amendment permits claimants in all 
cases instead of only in original claims 
to retain benefits paid in error and 
received by claimant in good faith and 
without fraud or misrepresentation. 
Under such circumstances, where bene- 
fits have been paid and charged against 
an employer’s account despite his time- 
ly protest, it would appear that the 
employer would have the right to have 
such benefit payment charges eliminated 
from the employer’s account without the 
possible bad employer-employee _rela- 
tionship that might otherwise result. 


(Effective March 24, 1959.) 
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7. Temporary Emergency Benefits 
Reimbursement to U. S. This provides 
for repayment to the federal govern- 
ment of advances received under the 
Temporary Unemployment Compensa- 
tion Act which permitted payment of 
benefits for a maximum 39-week period 
instead of 26 weeks. 
counts were not originally charged for 
these temporary extended benefits and 
the experience rate assigned to employ- 
ers this year did not reflect these 
charges. Under this measure the tempo- 
rary benefit payments that had not been 
previously charged against employers’ 
accounts will be charged during the 
coming year for the amounts of tempo- 
rary benefits paid and not charged last 
vear. 


Employers’ ae- 


8. Temporary Emergency Benefits 


Extension. The extra 13 weeks of bene- 
fits provided by the federal emergency 
legislation enacted last year expired 
originally on April 5, 1959 and was 
recently extended to July 5, 1959. The 
New York State Legislature in con- 
formity with the Federal enactment en- 
ables a claimant already qualified be- 
fore April 6, 1959 for at least one 
temporary unemployment compensation 
payment to receive a maximum of 13 
payments, provided that his benefit 
year is still running. A benefit year is 
the 52-week period after a claimant files 
a valid original benefit claim under 
the regular state program. Claimants 
whose benefit years have expired are 
not entitled to the 13 weeks temporary 
additional benefits provided by this 
measure. On the start of a new benefit 
year after the filing of a new valid 
original benefit claim the maximum 
benefit period during the new benefit 
year reverts to 26 weeks. 
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Federal Income Taxation 


Decisions and Rulings — Ricnarp S. Hester, CPA 


Commentary 


— Committee on Federal Taxation 


Chairman, HERBERT M. MANDELL, CPA 


Decisions and Rulings 


Practice Before the Internal Revenue 


Service 


There has been added to the Regula- 
tions on Before the Internal 
Revenue Section 10.7(a) (7) 
permitting representation of a taxpayer 
at the examination level by one who 
prepared the return, even though such 
person is not enrolled to practice be- 
fore the Treasury Department. (These 


Practice 
Service, 


proposed provisions were discussed in 
the January and February 1959 issues 
of the NYCPA.) 

The provisions for such representa- 
tion provide, inter alia, that the pre- 
parer of a return can appear with or 
without the taxpayer when he is “duly 
authorized” by the taxpayer. He may 
represent the taxpayer before the Field 
or Office Audit divisions in the District 
Director’s office. He may not represent 
the taxpayer at an “informal confer- 
ence” in the District Director’s office, 
nor before the Appellate Division or 
the National Office in Washington, D. C. 
His representation is limited to income, 
excise or employment tax returns. He 
may not represent the taxpayer with 
Tespect to estate or gift tax returns, or 
income and excess profits tax returns 


1959 


of corporations. However, if a person 
prepared both the corporation return 
and the individual returns of any of 
the corporate officers for a particular 
taxable year, and is appearing as a 
representative of the corporate officer, 
he may also appear as the corporation’s 
representative. 

An individual can only deal with 
the taxable year for which he prepared 
the return. Thus, where net operating 
losses are involved, he cannot deal with 
the prior or subsequent years to which 
such net operating losses are carried, 
unless he prepared the returns for such 
years. Moreover, he cannot execute 
claims for refund for the taxpayer; 
he cannot receive refund checks for the 
taxpayer; he cannot execute waivers 
of the statute of limitations for the 
taxpayer; he cannot execute closing 
agreements, waiver forms 870 or similar 
agreements for the taxpayer; he can- 
not receive correspondence addressed to 
the taxpayer; he cannot receive form 
L-19 nor a 30-day letter on behalf of 
the taxpayer (all protests and informal 
conferences must be arranged through 
enrolled persons): he will be expected 
to call in an enrolled attorney or agent 
when complications arise. 
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In order to represent the taxpayer, 
the “preparer” must file an authoriza- 
tion and a fee statement with the Di- 
rector’s office. The suggested forms ap- 
pear in Rev. Proc. 59-3 (IRB 1959-7, 
29) adopting Section 10.7(a)(7) of 
Circular 230. 

It is further provided in Rev. Proc. 
59-1 (IRB 1959, 39) that any individual 
who has knowledge of facts, or who 
can be of assistance in establishing 
facts, but who did not prepare the re- 
turn, or did not otherwise qualify for 
representation as described above, may 
appear and be heard on behalf of the 
taxpayer in the capacity of a “witness.” 
In such capacity he may only testify as 
to facts, and cannot act as an advocate. 


A New Development in Net Worth 

Cases 

In tax evasion cases, the Govern- 
ment’s task of determining the amount 
of unreported income was almost im- 
possible to achieve without cooperation 
of the taxpayer. Although the Commis- 
sioner’s determination is presumed cor- 
rect (except on the question of fraud 
itself), it cannot be arbitrary or capri- 
cious. Because of the difficulties inherent 
in the independent reconstruction of 
income of a recalcitrant taxpayer by 
the Government, the courts have ac- 
cepted the “net worth method” despite 
its weaknesses, and have presumed the 
computation under this method to be 
correct. Thus. where the Government, 
fraud cases, has asserted a 
certain amount of unreported income, 
under the “net worth 
method”, it has not been sufficient here- 
tofore that the taxpayer show errors 


in civil 


computed 





Ricuarp S. Hetstein, CPA, has been a 
member of our Society since 1940. He 
is a member of the Committee on Fed- 
eral Taxation and of the Committee on 
Publications. Mr. Helstein is associated 


with J. K. Lasser & Co. 
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in the Government’s computations; jn 
effect, the taxpayer has had to establish 
the correct amount of unreported in- 
come—even if it be zero. This burden 
was almost as difficult as the Govern- 
ment’s original problem of reconstrue- 
tion, and resulted in many inequities, 

The Sixth Circuit Court of Appeals 
has attempted to rectify the situation 
by ruling that where a taxpayer can 
show any errors in the Government's 
computation which affects the final de- 
termination, the burden of proof then 
falls upon the Government to support 
the over-all determination. In this case, 
the Government asserted unreported in- 
come, the determination of which was 
computed through the net worth method. 
The taxpayer demonstrated that the 
Government made two substantial er- 
rors: it omitted an item from the open- 
ing net worth statement, and it included 
an item in the closing net worth state- 
ment which had been disposed of by 
the taxpayer prior thereto. The Court 
held that in view of the errors, the 
determination of additional income 
could not be correct, and that it was 
not the onus of the taxpayer to establish 
what the correct amount was. but that 
the burden of proof passed to the Gov- 
ernment. (Vernon Harp et al v. Com., 
CA-6, 2/11/59.) 

Whether this is a solution of the 
problem, remains to be seen. Certainly 
it will force the Government to be more 
conservative in its computations and 
possibly it will cause the Government 
to be more receptive in conferences 
prior to trial. 


Filing of Consolidated Returns 


The following release (TIR-143) is 
set forth verbatim: 

The time for filing the return for a taxable 
year ending on or after December 31, 1958, 
but before June 30, 1959, by a corporation 
which is a member of an affiliated group hav- 
ing the privilege of making a consolidated 
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Federal Income Taxation 


return for such taxable year has been ex- 
tended to September 15, 1959. 

Requests for an additional extension of time 
for filing such return beyond that set forth 
in the preceding paragraph to which the tax- 
payer may be entitled under Section 6081 (a) 
or (b) should be addressed to the District 
Director of the Internal Revenue District in 
which the consolidated return will be filed. 

This extension of time shall not be con- 
strued as an extension of time for payment 
of tax nor as a waiver of liability for interest 
on any amount of tax due and unpaid as pro- 
vided by law. 

State Tax Penalties as Deductions 

It has long been a policy to disallow 
penalties as deductions on the grounds 
that to allow them would mitigate the 
degree of punishment inflicted by the 
who commit acts 
However, 


State upon those 


violative of public policy. 
hased upon a qualification of the Su- 
preme Court in its opinion in Tank 
Truck Rentals, Inc. v. Commissioner 
(1958, 356 U. S. 30), the 3rd Circuit 
Court of Appeals has held in a recent 
case that the test of the deductibility 
of State tax penalties should hinge on 
the purpose and severity of the violation 
of public policy for which it is inflicted. 
Thus, where payment of a state tax is 
deliberately withheld in order to test 
the applicability of that particular tax, 
there was no intent to violate public 
policy and the penalty was, in fact, an 
ordinary and necessary business ex- 
pense. (Keystone Metal Company v. 
Com., CA-3, 2/26/59.) 


Depreciation and Salvage Value— 

Automobile Dealer 

Decisions relative to depreciation of 
automobiles seem to be coming thick 
and fast. Last month we reported that 
the 9th Circuit Court of Appeals had 
held that the Commissioner’s regula- 
tions, Sec. 1.167(a) (1) (b), were not 
to he applied retroactively with respect 
to measuring the useful life of automo- 
biles used in the automobile rental 
business. In a recent case involving an 
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automobile dealer, there is apparently 
a direct conflict in the Circuits based 
upon the rationale of the 5th Circuit, 
despite the difference in businesses. 
Noting that there has been no substan- 
tial change in the statute, the Court was 
“inclined to look with considerable dis- 
favor on any contention that a slight 
change in the Regulations worked such 
a double shift in the effect of a simple 
statute allowing reasonable deprecia- 
tion.” 

In this case, a dealer computed a 
negligible salvage value as at the end of 
three years, on cars used by its execu- 
tives and employees on company busi- 
ness. It therefore deducted depreciation 
on the full cost based on a three-year 
life. However, the automobiles in ques- 
tion were sold, generally, in the first year 
after having travelled 8,000 to 10,000 
miles. The excess of the sales price over 
the adjusted was reported as 
capital gain. The Court held that use- 
ful life was to be measured by the 
length of time it was used by the tax- 
payer in its business, and the salvage 
value to be deducted should be that 
which was reasonably expected to be 
realized upon sale after use for 8,000 


basis 


‘to 10.000 miles. This of course, could 


result in no allowable depreciation at 
all. 

A car in this case, purchased for 
$2.086, on which $348 depreciation 
was claimed (14 year on a three-year 
straight-line method) was sold 614 
months later for $2.695, and the profit 
reported as long-term capital gain. Ac- 
cordingly, in addition to the use of the 
cars, the taxpayer was in pocket almost 
$600 after taxes. 

Thus, in the instant case, the current 
regulations were held to be retroactive 
to the years 1951, 1952 and 1953 be- 
cause they are “realistic” and because 
(to paraphrase the Court’s opinion) it 
must have been Congress’ intent. It 
however, be noted that the 


387 


should, 








The New York Certified Public Accountant 


instant case involved an automobile 
dealer, and the Court said that “it is 
quite doubtful that Congress ever in- 
tended that automobiles temporarily 
used by people in the business of sell- 
ing automobiles should be subject to 
depreciation at all.” (U. S. v. Massey 
Motors, Inc., CA-5, 2/26/59.) 


Automobile Expense 


One of the recent developments in the 
“business expense” deduction field is 
the denial by the Tax Court of the auto- 
mobile expenses of a corporation officer. 
The taxpayer had never claimed reim- 
bursement for his automobile expenses 
since, as an official in charge of setting 
up for himself and his subordinates 
reasonable standards for expense ac- 
counts, he wished to eliminate auto- 
mobile expense because he considered 
it an area of potential abuse. Although 


he alleged that he “promulgated a rule” 
that such expenses would not be reim- 
bursed, the Court found provisions in 
the corporate minutes providing for 
reimbursement at set allowances per 
mile. It held, therefore, that the tax- 
payer could have been reimbursed and 
therefore the expenditure was not nec- 
essary to his employment (See Rey. 
Rul. 57-502, 1957-2 CB 118). and that 
his decision not to claim reimbursement 


_ 


could not change expenses of the cor- 
poration to those of the taxpayer. As ex- 
penses not incurred by the taxpayer, 
they are not proper deductions by 
him. (Marvin A. Heidt, T. C. Memo Op. 
1959-31.) 

The same doctrine was followed in 
Earl M. Coplon (TC Memo Op. 1959- 
34) where a sales manager was denied 
deductions for entertaining subordinates 
for which he could have been re- 
imbursed upon request. 


Commentary 


Floor on Dividends Received 

Deduction is 7214 Percent 

In computing the corporation income 
tax, there is allowed a deduction of 
85 percent of dividends received from 
domestic corporations. The Code, how- 
ever, limits this deduction to 85 percent 
of taxable income computed without re- 
gard to the dividends received deduc- 
tion. This limitation does not apply 
for any taxable year for which the 
corporation has a net operating loss. 

There has been some misunderstand- 
ing of the limitation which comes into 
play in relatively few cases. Even where 
the limitation is applicable, the divi- 
dends received deduction will never be 
smaller than 721, percent of the divi- 
dends received. As previosuly noted, 
the provision restricting the deduction 
to 85 percent of taxable income is in- 
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applicable for a taxable year for which 
the corporation has a net operating loss. 
The term “net operating loss” is defined 
in Section 172 of the Code. In deter- 
mining whether or not a corporation 
has a net operating loss, the deduction 
for 85 percent of dividends received 
is allowed. 

In order to determine whether the 
deduction for dividends received will 
be less than 85 percent, it is first nec- 
essary to determine if the corporation 
had a net operating loss. Thus, let us 
assume the following conditions: 


Domestic dividends received.. $100,000 


Excess of deductions over in- 
come (other than dividends) 60,000 


Taxable income before de- 
duction for dividends 
POOSIIEN cn ccciweowsce $ 40,000 
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The determination of the net operating 
loss follows: 


before divi- 


Taxable income 
deduction 


dends received 
(above) 
Less dividends received deduc- 
tion (85% of dividends re- 


$ 40,000 


ceived) 


Net operating loss ...... 


The limitation, therefore, does not 
apply. The corporation is entitled to 
deduct the full $85,000 dividends re- 
ceived deduction. The corporation’s in- 
come tax return will reflect a net oper- 
ating loss of $15,000. This net operating 
loss will be subject to the ordinary 
rules governing carrybacks and carry- 
forwards. 

Let us now verify the validity of the 
previous statement that in no case would 
the dividends deduction be 
less than 7214, percent of the dividends 
received. The only time the limitation 
would be applicable is where the cor- 
poration for the taxable year sustained 


received 


an operating loss (exclusive of divi- 
dends received) which is less than 15 
percent of the dividends received. Let 


us assume the following: 
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Domestic dividends received.. $100,000 
Operating loss (excluding divi- 

QCHOSE cciccanecweeareanes 10,000 
Taxable income _ before 
dividends received de- 

GUCHON: 6.teccccccces $ 90,000 


There is no net operating loss in this 
particular case. Subtracting the $85,- 
000 dividends received deduction from 
the $90,000 income would produce a 
$5.000 balance of income, not a loss. 
Therefore, in this particular case, the 
limitation is applicable. The dividends 
received deduction would, therefore, be 
equal to 85 percent of the $90,000 
taxable income before the dividends re- 
ceived deduction. In this instance, the 
amount of the deduction would, there- 
fore, equal $76,500, or 7614 percent of 
the actual dividends received. 

The maximum loss of the dividends 
received deduction would occur in the 
following situation: 


Domestic dividends received.. $100,000 
Operating loss (excluding divi- 

dends received) .......... 15,000 
Taxable income _ before 
dividends received de- 

duietiony \.ciexvesaeawes $ 85,000 





Since there is no net operating loss 
(85 percent of dividends received, or 
$85,000, when subtracted from the tax- 
able income would not produce a loss), 
the limitation would be applicable. The 
dividends received deduction would, 
therefore, be limited to 85 percent of the 
$85,000 taxable income (exclusive of 
deduction), or $72,250. It should be 
noted that this illustrates the greatest 
restriction on the dividends received 
deduction. Instead of receiving a de- 
duction of 85 percent, the corporation 
would wind up with a deduction of 
721), percent of dividends received. In 
this particular case, the corporation’s 
income subject to tax would be $12,750 
($85,000 less $72.250). 
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The fact that the dividends received 
deduction will never go below 7214 
percent of dividends received can be 
appreciated if we make one final cal- 
culation. Let us assume the following 
facts: 


Domestic dividends received... $100,000 
Operating loss (exclusive of 

GEGONGG? | usc ccaitikcase 15,001 
Taxable income _ before 
GOUGHION «65 ssSaiccie ns 


Applying the provisions of Section 172, 
we would wind up with a net opera- 
ting loss of $1 after deducting 85 per- 
cent of the dividends received. Since 
we have a net operating loss, the limi- 
tation would not apply and the full 
$85.000 dividends received deduction 
would be allowed. 

It should be noted from the last 
two examples that the difference of one 
dollar additional loss results in a dif- 
ference of $12.751 of taxable income, 
or $3,825 in the corporation’s income 


tax liability. 


Use of Subchapter S for Incorporated 

Talent 

Subchapter S furnishes entertainers 
and others who perform services under 
contractual arrangements with an op- 
portunity to incorporate. Gross income 
from such services are clearly personal 
holding company income under current 
and prior Code provisions. Consequent- 
ly, incorporation of personal talent, 
prior to the enactment of the 1958 
Revenue Act, created many tax prob- 
lems. However. from 
personal services are not included in 
the type listed in Section 1372 (e) (5) 
which would result in an automatic 
termination of an election of a corpora- 
tion not to be taxed. 

The use of an election would open 
the gate to many advantages not here- 
tofore enjoyed. High earning ability of 
notoriously —short- 


receipts 


TOSS 


such taxpayers is 
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lived. Pension and profit-sharing _ar- 
rangements are now available, as well 
as other fringe benefits such as major 
medical policies. The use of a corpora- 
tion would not create any further prob- 
lems (other than those that now exist) 
with respect to deductions for clothing 
and promotional expenses, inasmuch as 
any disallowance of deductions would 
affect the taxpayers at their own level, 
rather than on both the corporate and 
individual level. 

In setting up a Subchapter S corpora- 
tion, consideration must, of course. be 
given to the fact that most states do not 
recognize Subchapter S. Because of this, 
the stockholder would be subjected to 
double state tax on the earnings: one at 
the corporate level and one at the stock- 
holder level. 


Sale and Leaseback Transactions 

Assume that Company 4 has a large 
amount of equipment which is more or 
less fully depreciated but still useful. 
The company would like to sell this 
equipment to outsiders, realize the capi- 
tal gain and then lease it back at fair 
rental value. Since the taxpayer would 
realize a substantial gain on the sale, 
it wants absolute assurance that the gain 
would be taxed as capital gain and that 
the rental deduction would be allowed 
assuming both the sale price and the 
rental are fair. 

A sale to an unrelated party followed 
by a leaseback for the entire life of the 
equipment, with the lessee given the 
right to remove the equipment at the 
end of its useful life and sell it for 
scrap, probably constitutes a financing 
rather than a sale. This would result 
in the non-recognition of any gain on 
the “sale” but on the other hand rental 
deductions would not be available, al- 
though some part of the “rentals” would 
be deductible as interest. 

On the other hand, if the lease is for 
less than the remaining life of the equip- 
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ment and if the lessor has the right to 
remove the equipment and lease it to 
others at the expiration of the lease, 
a sale and rental arrangement would be 
considered to have taken place and will 
be treated as such for tax purposes. In 
such cases as Standard Envelope Manu- 
facturing Company (15 TC 41, 1950) 
and Mays Department Stores Company 
(16 TC 547, 1951). the Government was 
unsuccessful in attempting to disregard 
sales of real estate followed by a lease- 
back. However, there is a distinction 
between a lease of real estate and a 
lease of equipment. With real estate 
the land will never disappear and _ it 
will always revert back to the owner 
at termination of the lease. while in 
the equipment situation, if the lease is 
for the entire life of the equipment, 
there is a sound basis for holding that 
the owner never parted with the owner- 
ship of the equipment and that the 
“selling price’ is nothing more than 
the proceeds of a loan. 


Problem Posed in Obtaining 
Stepped-up Basis of Assets of 
Acquired Corporation 
The enactment of Section 334(b) (2) 

of the 1954 Code has generally estab- 

lished the rule of thumb that the acqui- 
sition in a taxable transaction of at 
least 80 percent of the stock of the 
corporation followed by its liquidation 
would provide a corporate purchaser 
with an aggregate tax basis of the as- 
sels received equal to a price paid for 
the stock. Thus. generally it is consid- 
ered that a stepped-up basis will be 
available if the required percentage of 
stock is obtained and the liquidation is 
timely made. There is an exception, 
however, which has not received much 
publicity and which serves to limit the 
benefits of this section. The Code re- 
quires that the 80-percent rule be sat- 
ishied by an acquisition during a period 
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of not more than twelve months. Where 
a corporate shareholder owns 21 percent 
or more of the stock of another cor- 
poration for more than twelve months, 
it would be unable to avail itself of a 
a stepped-up basis by the acquisition 
of additional shares to equal at least 
80 percent of the total outstanding 
stock. 

While this is a harsh rule, it is con- 
sistent with the historical development 
of the court decisions which led to the 
enactment of this provision. Those de- 
cisions permitted the purchaser to use 
its higher acquisition cost as its tax 
basis for the property received in liqui- 
dation of the corporation it recently 
acquired, on the theory that its inten- 
tion was to purchase the assets and 
not the stock. The intention require- 
ment was not incorporated into the 
statutory language and in its place are 
the various tests which must be met 
to obtain the benefits of the section. 
Where the liquidation would result in 
a stepped-down basis, it is often easy 
to avoid the effect of this new provision 
by deferring the liquidation. On the 
other hand, it is not easy to become 
entitled to the benefits of the section 
in the case of minority holders, as in- 
dicated above. 

The solution may be possible in the 
case described above if the minority 
stockholder is willing to pay a capital 
gains tax on the appreciation of the 
stock it has held for over twelve months. 
This might be done by liquidating the 
acquired corporation. The minority 
stockholder would then acquire the as- 
sets of the corporation from the other 
shareholders instead of acquiring their 
stock. In this way, the minority stock- 
holder would receive a stepped-up basis 
on the new acquisition and a stepped-up 
basis on the assets received for its old 
shares. Inasmuch as this procedure 
might raise practical difficulties and is 
not attractive because of the capital 
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gains tax. it is not a complete solution to 
the dilemma of the minority corporate 
stockholder which 
quire the assets of a corporation and 


now wishes to ac- 


obtain a stepped-up basis. 


Disposition of Installment Obligations 


Section 453 permits a taxpayer to 
report gain from sales of property on 
the installment basis. provided certain 
conditions are met. Should the obliga- 
installment 
sold or 


under sales 


distributed. 


tions received 
be transmitted. 
otherwise disposed of, taxable gain or 
loss results in the year of disposition. In 
dealing with transfers of installment ob- 
ligations between related taxpayers, Sec- 
tion 453 and regulations issued there- 
under have provided several exceptions 
to this general rule. 

The following transfers of installment 
obligations will generally be deemed 
to be non-taxable to the transferor: 


Related 


Transferee Transaction section 


Controlled Tax-free incorporation 35] 
corporation 

Parent Liquidation 
corporation 

Surviving 
corporation 


Merger or Consolida- 
tion 

Contribution 
partner 


Partnership 


Withdrawal from part- 
nership 


Outgoing 
partner 

Dissolution of 
nership 


All partners 


Estate Upon death 


The following transfers of installment 


obligations will be deemed taxable to 


transferor: 


Transferee Transaction 

Gift 

Upon liquidation of 
corporation 


Donee 
Stockholder 


Where a corporation adopts a pla 
of liquidation under Section 337 an 
sells its assets, under an_ installmer 
sale, within year after adopti 
the plan, there is no gain to the co 
poration upon distribution of its iy 
stallment obligations to the stockholder 
This is so providing the installment of 
ligations were received from sales qual 
fying for non-recognition under Seg 
tion The transferee stockholder 
however, must take into consideratio 
the fair market value of the installme 
obligations in computing the total r¢ 
ceived on liquidation. Gain or loss 
liquidation of a corporation is the 
measured by the total value of asse 
received less the basis of the stock 
the liquidated corporation. 

On the other hand, where stock 
holders elect to liquidate a corporatio 
within one month under Section 33 
the gain to the stockholders is expressl 
limited by the provisions ‘of that sectio 
But there is no mention of limiting t 
gain to the transferor corporation. 
would appear that if a corporation hel 
installment obligations at the time 
its liquidation under Section 333, th 
deferred gain would become taxable t 
the liquidating corporation upon dis 
tribution of such obligations to 
stockholders. with a resultant increa 
in earned surplus, which in turn woul 
to. th 


one 
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increase the taxable income 


stockholders. 
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